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CLIMATE DISCLOSURE: MEASURING 
FINANCIAL RISKS AND OPPORTUNITIES 


WEDNESDAY, OCTOBER 31, 2007 

U.S. Senate, 

Committee on Banking, Housing, and Urban Affairs, 
Subcommittee on Securities, Insurance, and 

Investment, 
Washington, DC. 

The subcommittee met at 2:32 p.m., in room SD-538, Dirksen 
Senate Office Building, Hon. Jack Reed, Chairman of the Sub- 
committee, presiding. 

OPENING STATEMENT OF CHAIRMAN JACK REED 

Chairman Reed. Good afternoon. Let me welcome all of our wit- 
nesses, thank you very much, and begin the hearing. 

This is a topic that is increasingly more relevant and important 
to all of us, and it is a topic of great concern. Today we are dealing 
with the issue of Climate Disclosure: Measuring Financial Risk and 
Opportunities. 

The purpose of today’s hearing is to look at the types of economic 
risks and opportunities posed by climate change and the connection 
between climate change and the health of financial markets, also 
to examine how climate risk and opportunities are currently being 
discussed in corporate financial disclosure statements and to deter- 
mine whether or not current disclosure requirements are adequate, 
and also to explore the possibility for improvements and hear from 
investors and other stakeholders on their requests for consistent 
climate risk disclosure in order to better manage financial risk. 

Global warming presents a real and serious risk to our environ- 
ment, our communities, and our financial markets. While no one 
can predict the consequences of climate change with certainty we 
do know enough to understand that there are risks. These risks in- 
clude crop damage from more severe droughts, damage to coastal 
communities from sea level increases, more intense storms, black- 
outs that may result from heat waves, and many, many other po- 
tential risks. 

I believe it is in our self-interest to manage the risk and find 
ways to mitigate global warming while attempting to adapt to the 
upcoming changes and identify business opportunities to reduce 
carbon emissions. 

There is a growing awareness among analysts, investors, busi- 
nesses, government officials, and other stakeholders that climate 
change not only poses risk but can create new opportunities in the 
financial sector. Major environmental risk and liabilities can sig- 
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nificantly impact companies’ future earnings and, if undisclosed, 
could impair investors’ ability to make sound investment decisions. 
But at the same time, a corporation or investor can profit from en- 
vironmental innovation such as the development of new energy-effi- 
cient or renewable energy technology. 

The cost associated with more extreme weather events, regula- 
tions to curb greenhouse gas emissions at the global, regional, 
state, and local level, growing global demand for low carbon tech- 
nologies, and the increasing geographic spread of infectious dis- 
eases are just a few of the ways that climate change is likely to 
ripple through the U.S. and global economy. With these risks, as 
I mentioned before, however, come some opportunities. Companies 
in many sectors can increase their profitability by implementing 
energy-efficient strategies and developing emission reducing tech- 
nologies and products whose value is enhanced by global efforts to 
reduce greenhouse gas emissions. 

In September 2007, the Carbon Disclosure Project released its 
fifth survey. The CDP represents 315 institutional investors with 
assets of $41 trillion, or more than one-third of the total global in- 
vested assets. Fifty-six percent of S&P 500 companies answered the 
survey. Of those responding, 81 percent of the companies reported 
that they regard climate change as posing a commercial risk, and 
69 percent of those firms also considered it an important business 
opportunity. 

While the majority of the S&P 500 companies participated in the 
survey, the CDP also conducted a review of Form lOK securities fil- 
ings and found that climate change disclosure was rare. 

There is an old adage in business, “what gets measured gets 
managed.” Investors recognize this and they are calling for greater 
climate disclosure, both voluntary and mandatory. 

In September, a broad coalition of investors. State officials with 
regulatory and fiscal management responsibilities, and environ- 
mental groups filed a petition asking the SEC to issue an interpre- 
tive release to clarify that publicly traded companies must assess 
and fully disclose their financial risk and opportunities related to 
climate change under existing law. The 22 petitioners include lead- 
ing institutional investors in the United States and Europe, man- 
aging more than $1.5 trillion in assets. 

In addition, the number of shareholder resolutions on climate 
change is increasing from six in 2001 to almost 50 in 2007. These 
resolutions now account for over 10 percent of all shareholder reso- 
lutions that are filed. Public disclosure about global warming has 
largely focused on the scientific debate and the environment con- 
sequences. As the science has become stronger and the need for ac- 
tion more compelling, global warming is getting increasing atten- 
tion in corporate boardrooms and from investors and the market is 
responding. However, markets work best when they have accurate 
information, informational transparency is therefore vitally impor- 
tant if financial markets are to price climate risk and opportunities 
efficiently. 

In addition to today’s hearing on climate disclosure I think it is 
also important for the Subcommittee to consider the emerging fi- 
nancial market in emissions and carbon trade. The global effort to 
reduce the emissions of greenhouse gases that has led to the ere- 
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ation of large and rapidly growing carbon markets around the 
world is something that has to be reckoned with. According to the 
World Bank, the global carbon market grew from approximately 
$10 billion in 2005 to over $30 billion in 2006. Some credible pri- 
vate estimates put the global market at over $50 billion in 2007. 

While it is difficult to predict with precision, the enactment of a 
mandatory cap and trade bill in the United States would create the 
largest carbon market globally. In the EU Emissions Trading 
Scheme, carbon trading occurs both over-the-counter and on ex- 
changes with significant participation by some of the largest regu- 
lated financial institutions. It is expected that a U.S. cap and trade 
program would develop similarly. 

Today’s hearing is an opportunity to learn from our witnesses 
about what economics is telling us about climate change, the con- 
nection between climate change and the health of financial mar- 
kets, and the type of information investors need to make sound de- 
cisions in the marketplace. It is also an opportunity to examine vol- 
untary and mandatory mechanisms for climate change and climate 
risk disclosure by public corporations, whether current disclosure is 
adequate, and the need for the SEC to offer guidance for climate 
risk disclosure. 

I want to recognize now my colleague. Senator Casey, for his 
opening comments. Senator Casey. 

STATEMENT OF SENATOR ROBERT P. CASEY 

Senator Casey. Mr. Chairman, thank you very much. 

I want to thank you for calling us together today. I want to 
thank our witnesses for bringing their expertise and experience to 
bear on these questions, and also for the time they took to travel 
here and to present testimony. 

I have just a brief opening statement. First of all, to thank the 
Chairman for bringing this issue to the fore. This is an issue or 
these issues we will discuss today are issues that are not often 
talked about in the same context, often not in the same paragraph 
if not in the same galaxy. People do not think of climate change 
and investment strategy in the same place. But we know that that 
is not the case, that they are closely interrelated. 

Like a lot of Americans, one of the most searing images that I 
remember on the issue of climate change was brought home — a lot 
of them obviously — a motion picture that did it for many Ameri- 
cans. But I remember the picture on the cover of Time Magazine 
in 2005. I cannot remember which week, but with the polar bear 
on the small piece of ice and all around him is water, presumably 
that melted around that ice piece. 

I will never forget one fact in that article, and you did not have 
to be a scientist or a climatologist or any kind of an expert for this 
to come home to you, and it certainly did for me, where they said 
that since about 1970, roughly 35 years, the percent of the Earth’s 
surface which has been the subject of drought had doubled, had 
doubled. Now you do not need much expertise to know that when 
that kind of drought occurs and that kind of landmass has drought 
connected to it, over time that leads to hunger and darkness and 
death for the human race, for the human race that is affected by 
that drought. So this is an urgent priority. 
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At the same time, we all have strong feelings on the question of 
climate change. Most of us in this room, and in most rooms in the 
country, would say we have to make good investments. In the con- 
text of investments that pertain to financial investments, whether 
it is pension fund investments or other investments of public dol- 
lars — not to mention private investment — you want to do it in a 
way where you get a good return and you do it prudently and you 
do it based upon the best evidence available for that investment. 

So for all those reasons, when I was — in the 2 years I was a 
State Treasurer of Pennsylvania, I thought my obligation was not 
just to do the basic job of being a State Treasurer, but was to think 
beyond the boundaries of normal investment strategy and to think 
of other ways to get a good return on investment in connection 
with an important priority like climate change. 

So what we did in Pennsylvania in two short years, and I think 
it bears repeating, I think, in other parts of government, especially 
at the Federal level, and other States have done many of these 
things as well. I do not claim to be the author of all of these. But 
the first thing we did was we created a Keystone Green Fund, a 
new investment, which we established to attract and leverage pri- 
vate sector investments in clean technology projects. Many of you 
have heard of those kinds of efforts in States. 

No. 2 , we had an active equity management initiative where up 
to $50 million in State assets were invested so that we could place 
those assets with investment managers who had a demonstrated 
track record of providing superior returns on their investments in 
clean technologies. 

And then the last two things we did are even more applicable for 
today: environmental equity screens. Our department, at that time, 
developed new investment screens for its managers and outside 
consultants, the firms and individuals you retain to invest public 
dollars in an appropriate way. We wanted to use those screens 
when evaluating a company’s potential exposure to environmental 
liabilities, all part of good, hardheaded financial investment strat- 
egy- 

And No. 4, we joined a national organization which many people 
in this room know about, the Investor Network for Climate Risk. 
We formally joined that network, which as some people in the room 
know, is a network of institutional investors and financial institu- 
tions that promote better understanding of financial risks and in- 
vestment opportunities posed by climate change. 

So I think that there are great possibilities for the Federal Gov- 
ernment to chart a brand-new course in this area. I know some ini- 
tiatives are underway. I think Senator Reed calling this hearing is 
one opportunity to explore such strategies, where we can literally 
equate and work on two sides of — two ends of a problem, I should 
say. One is the challenge posed by climate change, challenge to our 
environment, challenge to human life literally. And on the other 
hand, get good returns on those investments, especially in the area 
of clean technology. 

And oh, by the way, we can create jobs, too. So the old false 
choices of picking the environment over jobs or picking good envi- 
ronmental or climate policy as opposed to good investment policy. 
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all those dichotomies I think are shattered in large measure be- 
cause of what we know now. 

And for all those reasons, Mr. Chairman, I am happy to be here 
and honored that you would bring these experts together. 

Chairman Reed. Thank you very much. Senator Casey, for your 
very eloquent words and also your insights as a former treasurer 
who had the responsibility to invest and do it in a conscientious 
way. Thank you very much. 

Let me now introduce our panel. We are very pleased to be joined 
this afternoon by experts in the field. Let me first begin by intro- 
ducing Dr. Gary Yohe. Dr. Yohe is a Professor of Economics at 
Wesleyan University and the recent Nobel Prize recipient for his 
work on the International Panel on Climate Change. 

I did not see you being interviewed with A1 Gore. I guess you 
were out of town. I understand. 

His work has focused attention on both mitigation and adapta- 
tion to climate change and tools to try to manage the risk of cli- 
mate change in an uncertain world. 

We are then joined by Mr. Jeff Smith who is the Director of the 
Environmental Practice Group at Cravath, Swaine, and Moore Law 
Eirm. The group also provides day to day counseling on environ- 
mental management and corporate governance issues, environ- 
mental issues of interest to the SEC, shareholder relations involv- 
ing environmental matters, and environmental litigation. Mr. 
Smith recently completed a 3-year term as Chairman of the Amer- 
ican Bar Association’s Special Committee on Environmental Disclo- 
sures. Thank you very much. 

Ms. Mindy Lubber is President of Ceres, a U.S. coalition of inves- 
tors and environmental organizations working to improve cor- 
porate, environmental, social and governance practices and Direc- 
tor of the Investor Network on Climate Risk, an alliance that co- 
ordinates U.S. investor responses to the financial risk and opportu- 
nities posed by climate change. 

And finally, Mr. Russell Read is the Chief Investment Officer for 
CalPERS, the nation’s largest pension fund that manages $250 bil- 
lion of retirement funds for 1.5 million California retirees. Mr. 
Read is responsible for the Strategic PLAN for CalPERS Invest- 
ment Office, including tactical asset allocation, risk management, 
business development and new investment programs. 

Thank you again for joining us. I have had an opportunity to look 
at all the statements. They are excellent, they are detailed, they 
are analytical. I will ask you, though, to contain your verbal com- 
ments to about 5 minutes so that we can get through the panel and 
Senator Casey and I will have an opportunity to ask questions. 
Thank you very much. 

Dr. Yohe, would you please begin? 

STATEMENT OF DR. GARY YOHE, PROFESSOR OF ECONOMICS, 
WESLEYAN UNIVERSITY 

Mr. Yohe. Mr. Chairman, Senator Casey, members of the Sub- 
committee, thank you so much for your invitation to present some 
testimony based on my work as an economist and also as a senior 
member of the Intergovernmental Panel on Climate Change. 
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You asked me to talk a little about how economics can inform na- 
tional and global responses, a little about what the Stern Review 
contributed to the landscape, a little about what the IPCC has con- 
tributed, and then to connect it all to the health of financial mar- 
kets. It is difficult to do all of that quickly. I did provide, as you 
noted, some remarks and some details, so I will try to hit the high- 
lights. 

My testimony is anchored on a fundamental conclusion that 
emerged from both the IPCC Fourth Assessment Report and the 
Stern Review: economics can play a significant role in under- 
standing how we should respond to the risks of climate change. My 
take is that this role will be productive in policy deliberations only 
if the practitioners accept the shortcomings of cost-benefit analysis 
of the problem and begin to adopt a risk management approach to 
the problem. 

I was pleased to note that both Senators spoke specifically about 
climate risks and a lot less about costs versus benefits in their 
opening remarks. 

Both the Stern Review and the IPCC Fourth Assessment Report 
describe a climate that is changing faster than anticipated just 5 
years ago. Significant impacts are being calibrated in many 
metrics, some are economic, but some are now being expressed in 
terms of human lives at risk, risks to unique and threatened eco- 
systems, and so on. 

Perhaps more critically, many of the temperature thresholds that 
could trigger critical impacts are thought to be lower than we 
thought just five years ago. This suggests that the associated risks 
are closer in our future than earlier anticipated. 

It is perhaps with respect to the risks about which you are hav- 
ing conversations and deliberations most important to recognize 
that achieving no specific concentration target will guarantee you 
achieving a particular temperature target or temperature threshold 
in terms of increases in global mean temperature. That is to say, 
the best you can talk about in terms of policies that you think 
about on the adaptation side or the mitigation side is reducing or 
mitigating the risks associated with certain thresholds. Guarantees 
are just not going to happen. 

Some of these risks are identified in the tables that I have sent 
to you. Translating them into dollars and cents is an extraordinary 
challenge, and some might say that we have failed to meet that 
challenge. Economists do know that they should be measuring the 
social cost of carbon. More than 200 estimates are now available, 
but they are far from comprehensive in their coverage of potential 
damages. Depending on how heavily the future is discounted heav- 
ily and how equity concerns are incorporated in the calculations, 
even negative “costs” are possible. The median estimate for a 3 per- 
cent discount rate is about $20 a ton of carbon. That is about $5 
a ton of carbon dioxide. 

The Stern Review, though, reports an estimate of $85 a ton of 
carbon dioxide. 

So what’s the deal? Many of us (I have included some of the tes- 
timony that I made about Stern last February) feel that Stern was 
right for the wrong reason. There is an economic reason for imme- 
diate action based on identifying a risk that is “dangerous” and rec- 
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ognizing that climate policy is an imperative. As soon as that hap- 
pens, temperature thresholds can be identified and associated 
probabilistically with concentration targets. Since concentrations 
depend on cumulative emissions, the climate policy problem be- 
comes an exhaustible resource problem for which the least costly 
approach is well established: set an initial scarcity rent imme- 
diately and arrange for it to increase at the rate of interest in a 
predictable and persistent way. The policy can be implemented by 
trading permits or setting a carbon tax. I tend to favor a carbon 
tax, but that is entirely a different story. 

It is essential that the Senate and others who worry about cli- 
mate change for the United States and the globe recognize setting 
policy in 2007 or 2008 that will solve the problem once and for all 
is impossible. Current deliberations need to be informed about the 
long-term risks as you indicated, but you need to work to set near 
term policy in terms of promoting “carbon friendly” investments 
that will be undertaken at the appropriate time (so that they will 
not be particularly expensive) and avoid locking the economy into 
high carbon decisions. 

In short, a significant mitigation is in our future. Ignoring cli- 
mate policy in economic decisions will be just as unsustainable for 
business in the United States and around the world as ignoring cli- 
mate risks. 

Thank you very much. 

Chairman Reed. Thank you very much. Dr. Yohe. 

Mr. Smith, please. 

STATEMENT OF JEFFREY SMITH, PARTNER IN CHARGE OF 
ENVIRONMENTAL PRACTICE, CRAVATH, SWAINE, AND MOORE 

Mr. Smith. Chairman Reed, Senator Casey, thank you very 
much. 

In addition to your kind introduction, I should note that I have 
been practicing environmental law for 27 years, principally at the 
intersection of environmental law and business issues, and that I 
have had the opportunity and sometimes the pleasure to review 
thousands of pieces of environmental disclosure. Notwithstanding 
that experience, which I hope to make of use to the Committee, I 
am speaking on my own behalf, not on behalf of the ABA or my 
firm or my clients. 

Investor interest in climate change is at a volume and level of 
sophistication that is unprecedented in my experience. Superfund 
and asbestos, which were both substantial issues, run a distant 
second. 

This has had several significant consequences over the past 5 
years. There has been a dramatic rise in the number of shoulder 
resolutions and in the level of support of those resolutions. There 
has been a development of an unprecedented, sophisticated, robust 
and often third-party verified voluntary disclosure marketplace, 
particularly involving companies in the energy sector with high 
sensitivity to climate change issues. And in these reports, compa- 
nies often share substantial baseline data and strategic decisions 
and analyses with investors. 

There has also been a coalition of public forces, typically State 
Attorneys General and — as Senator Casey noted — State Treas- 
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urers, and private and pension money to drive the shareholder res- 
olution agendas and the disclosure agenda. 

Against this recent backdrop, there are long-standing, broad and 
flexible SEC disclosure regulations that have governed environ- 
mental disclosure for over 30 years. They have led, often after guid- 
ance from the SEC, to significant and still evolving disclosure 
across all market sectors from a variety of legal technically chal- 
lenging environmental topics, ranging from Superfund, to the 1990 
Clean Air Act to the cluster rules for pulp and paper in the late 
1990’s, as well as all types of environmental litigation. 

Briefly, the regulatory construct is contained within Reg S-K and 
Reg S-X and includes Item 101, which requires disclosure of mate- 
rial capital expenditures and the cost of compliance with environ- 
mental law, including any laws implicating climate change; Item 
103, which requires disclosure of material litigation to which a 
company or its property could be subject; and Item 303, which re- 
quires disclosure of material known trends and uncertainties and 
gives investors an opportunity to look at the company and its pros- 
pects and its challenges through management’s eyes. 

For financial statement disclosure, the operative principle is em- 
bodied in FAS 5, which requires accrual of a contingent loss when 
it is both probable that it has been incurred and the amount is esti- 
mable. This provision, which is subject to substantial accounting 
art — and I’m not an accountant — strikes a balance between two 
competing forces. On the one hand, matters should be kept out of 
financial statements until they are more likely than not real and 
a value can be fairly placed on them. There is arguably nothing 
more misleading to the market than ill supported math. 

On the other hand, guidance to FAS 5 makes clear that recogni- 
tion of a liability cannot be delayed until the event is certain or 
there is only one estimate of a loss. Beyond a point, a company 
should not be able to hide behind uncertainty. Material surprises 
also disrupt markets. 

Woven throughout these regs and overarching all of securities 
law under the 1933 Act and the 1934 Act is the concept of materi- 
ality. This is a highly significant filter that separates the important 
from the trivial. This is a flexible standard and case law and litiga- 
tion emphasize that it is non-numerical. It is nevertheless impor- 
tant to be precise about how to use it in the climate change con- 
text. 

The standard is that the event or the loss must be material to 
the company from the perspective of a reasonable investor, not ma- 
terial to society at large or significant to a large number of inves- 
tors. While no one can seriously dispute the importance of climate 
change as a societal issue, there are nevertheless many companies 
for which it is not now and may never be a material issue. It would 
be a mistake to make everyone say something. 

Similarly, even for companies at the heart of greenhouse gas 
emission issues, certain types of information are not now and may 
never be material. The cost of carbon credits, for example, may 
soon be material to a coal burning utility in Ohio but the physical 
risk to its own plants from the effects of climate change may never 
be. Even companies that should say something should not be com- 
pelled to say everything. 
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In the past, the SEC has responded to market demands for infor- 
mation with successful guidance and clarification about how to act. 
For example, after the passage of Superfund between the mid- 
1980’s and early 1990’s, prompted in part by guidance from the 
staff, substantial and increasingly precise amounts of information 
became available to investors about liability for hazardous waste 
contamination. 

On a shorter time fuse, through the workings of a Staff Legal 
Bulletin, the SEC was successful in prompting disclosure about 
public company preparedness to address the millennium bug 
which, like climate change, had potentially far-reaching market 
consequences. 

The way forward consists of some to-dos, in my view, and some 
not-to-dos. The to-dos are very simple. The SEC should clarify in 
a reasoned and considered way the application of time-tested dis- 
closure principles to climate change. The SEC should also keep the 
business effects of climate change on its regular agenda so that, as 
with Superfund, changing circumstances can lead to evolving re- 
quirements. 

The not-to-dos include these: do not abandon or substantially ex- 
pand or to modify time-tested disclosure principles. They work and 
they can and should be made to work in this instance. Do not take 
any action that risks flooding the market with untested data or 
unprovable assumptions. This will undermine investor confidence, 
obscure evolving business truths and burden companies with the 
obligation of gathering and reporting information that would ulti- 
mately be of no lasting value. And finally, do not let the voluntary 
disclosure marketplace supplant mandatory disclosure. The vol- 
untary market is robust, energetic and valuable at the moment, 
but it is unfiltered and unordered. The SEC should reassert its role 
as the gatekeeper of material information on climate change for the 
marketplace. 

Thank you. Senator. 

Chairman Reed. Thank you very much. 

Ms. Lubber, please. 

STATEMENT OF MINDY LUBBER, PRESIDENT, CERES 

Ms. Lubber. Thank you, and thank you for having me. 

It is a pleasure to be here, Mr. Chairman. When I was the Re- 
gional Administrator of the ERA, you led on many great things in 
New England, and I thank you. 

Mr. Casey, when I founded the Investor Network on Climate 
Risk, it was leaders like yourself who really saw the vision of 
bringing together and marshaling the forces of investors, investors 
like you, like Mr. Read to my left in taking a leading role on the 
financial impacts of climate change on what it takes to address 
that. 

We all know that addressing climate change is a multipart very 
complex situation. Thinking about bringing our carbon footprint 
down by 80 percent by the year 2050 is complex, is not going to 
happen tomorrow, but at the same time mandates and requires 
every ounce of our energy. But we also know it is a step-by-step 
process. It is building one block after another. 
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The block that we are talking about today, I would argue, is very 
doable, can be done in the short term, and will have a marked dif- 
ference on the overall effort to address climate change and miti- 
gating its impacts and eventually getting to a point where we bring 
that carbon footprint down by the year 2050. 

Today we are talking about the issue of material information of 
companies assessing their climate risk — and I do believe once they 
assess the problem, they act on it — ^better, and disclosing it, dis- 
closing it in a way that investors understand the risks to a com- 
pany and the opportunities to a company. 

The solution to that disclosure, to that important information in 
the marketplace, is fairly straightforward. The SEC, whose job it 
is to provide adequate information to the investor community of 
publicly traded companies is obligated to make sure that material 
risk and opportunity is disclosed so people can make adequate deci- 
sions. For whatever reason, there is a logjam. 

What we are talking about today is not solving the entire prob- 
lem of climate change but taking a very important step that could 
be led by leaders such as yourself to help break a logjam, to ask 
the SEC to issue interpretive guidance that their present rules and 
regulations that are in place, nobody is looking for a new statute 
necessarily or a new set of regulations that need to be promul- 
gated. As a former regulator, I know full well that that can be com- 
plex, 500 pages, years of deliberations. 

What we are looking for is a memorandum to remind companies 
that they ought to be disclosing material risk of climate change. 

There is a very simple message I am trying to convey to your 
Committee today and it is that investors and capital markets have 
an important role to play in tackling global warming. But mar- 
shaling that market power to address this colossal challenge re- 
quires investors getting the information they need from companies 
about the risks and the opportunities they face from climate 
change. 

Right now the information companies are providing on climate 
change is just not adequate. It is not at the level investors need, 
in most instances. There are great examples, Johnson Controls, 
Dow, Dupont, who are doing it. It is not impossible, it can be done, 
and it is being done. But not in enough instances and not uni- 
formly. We need to make sure that investors have the informed in- 
formation they need to make good decisions. 

Action by the Securities and Exchange Commission to rectify the 
situation is manageable, it is doable in the short term, and no 
doubt your leadership can make it happen. 

Before getting into a few specifics, let me provide some brief 
background on why investors managing trillions of dollars in assets 
are concerned about climate change and what they are doing to en- 
courage better climate risk disclosure from U.S. companies as an 
important step. Investors recognize that climate change is real, 
that it poses enormous financial risks and opportunities to each of 
their portfolios. Prolonged heat waves, the kind of horrors we saw 
in New Orleans, those kinds of physical changes are billion-dollar 
implications to our economy. Emerging carbon reducing regulations 
have hundreds of millions of dollars of impact on many companies 
that are regulated. And the growing opportunities for climate 
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friendly technologies and products are just a few of the ways that 
climate change is already rippling across our economy and across 
dozens of business sectors from insurance to agriculture, to electric 
power, tourism, and transportation. 

And opportunity related disclosure, the upside of addressing cli- 
mate change, is especially important because climate change offers 
significant new business opportunities for investors and companies 
such as investing in and developing clean technologies and renew- 
able energy. 

To evaluate how companies and sectors will be affected by cli- 
mate change, investors need better information. How will power 
companies building new coal-fired power plants be affected by re- 
gional and Federal carbon limits? And how will insurers and agri- 
cultural companies be impacted if severe droughts — as we are see- 
ing now in the Southeast and are experiencing — become more com- 
mon? And which automakers are best positioned to seize the oppor- 
tunities that will be created by new, tailpipe emission limits and 
tougher fuel efficiency standards? These are material issues, mate- 
rial risks that investors need to know. 

In an effort to get that information, investors have filed dozens 
of shareholder resolutions with companies over the recent years re- 
questing more and more information about their risk exposure and 
their response strategies to climate change. And they have sent dis- 
closure requests to 50 large power companies and 30 large insur- 
ance companies and they have joined hundreds of investors world- 
wide to send voluntary risk disclosure questionnaires. 

These efforts have resulted in some U.S. companies improving 
their disclosure, but they are the exception rather than the rule. 
Despite a groundswell of demand from investors for more informa- 
tion on the business impacts, corporate climate disclosure continues 
to be scant, inconsistent, and not always addressing maternal 
issues. This needs to change. The Securities and Exchange Com- 
mission can and should use its existing authority to make this hap- 
pen. 

In final, 6 weeks ago 18 leading investors, including Russell Read 
to my left representing CalPERS, filed this petition asking the SEC 
to require companies to assess and disclose their financial risks 
from climate change. The petitioners included $1.5 trillion of inves- 
tors, investors from across the country, California, Florida, New 
Jersey, New York, North Carolina, and Rhode Island. 

Climate risk disclosure, without question, falls squarely into the 
category of material risks that companies should be disclosing in 
their SEC filings. The petition requests, because after being asked 
for 4 years and the SEC has been nonresponsive, the petition more 
formally requests that the Commission formally issue interpretive 
guidance clarifying that material climate related information must 
be included in corporate disclosures under existing law. 

I want to emphasize that the petitioners are not seeking an oner- 
ous new disclosure regime. They are just asking that because cli- 
mate risk varies between sectors and could change because of 
quickly evolving regulatory regimes and new scientific information, 
that we issue general guidance from the SEC as suggested in the 
petition. 
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The bottom line, efficient markets depend on the availability of 
information. The SEC can and needs to do more to ensure that this 
information makes its way into the marketplace to allow for a 
number of things: investors to make good decisions, companies to 
understand their risk, and in my judgment they will act on that 
risk when they look at it, and to further the discourse. I believe 
this will take an important step in addressing the world problem 
we are facing of global warning. 

Thank you. 

Chairman Reed. Thank you very much. 

Mr. Read, please. 

STATEMENT OF RUSSELL READ, CHIEF INVESTMENT 
OFFICER, CALPERS 

Mr. Read. Chairman Reed, members of the Committee, thank 
you for inviting me here today. 

I am pleased to speak today on behalf of America’s largest pen- 
sion system, the California Public Employees Retirement System, 
also Imown as CalPERS. We provide pension and health benefits 
to 1.5 million public employees, retirees, and their families. We 
have more than $250 billion invested in the market. 

Since investment income typically pays over 75 cents of every 
pension dollar, we rely on sustainable and compelling long-run re- 
turns to make sure that the money will be there down the road for 
California’s public employees. Sustainability is the key word here. 
We are in a marathon, not a sprint. This is about sustainable port- 
folio companies, a sustainable healthy economy needed by these 
companies in order to thrive, and sustainable natural resources. 

Across our diverse investment portfolio, CalPERS has committed 
several billion dollars to those programs, managers, technologies, 
and companies which can offer both compelling investment returns 
as well as substantial long-term improvements in the environment. 
Sustainability is why we are investing specifically in alternative 
energy and conservation ventures, why we are pushing companies 
to fully report carbon emissions that may harm the environment, 
and why we are urging government leaders to create incentives 
and penalties to protect the environment. Without such efforts, we 
risk sawing off the branch that we are sitting on. 

Increasing evidence indicates that climate change presents mate- 
rial risk to numerous sectors of the economy. These risks may be 
operational, market, legal, regulatory, or reputational in nature. 
Some companies are voluntarily including climate risk and sustain- 
ability reports or more general corporate responsibility reports. 
However, many companies are not disclosing their climate risk or 
strategies for dealing with these risks at all. This makes it impos- 
sible to assess companies’ long-term financial prospects, at least 
with respect to key environmental challenges these companies 
might face. 

From our standpoint, voluntary disclosure is not enough. Those 
who voluntarily disclose often lack the material information needed 
to properly assess their environmental sensitivities. To make mat- 
ters worse, there is little consistency in format or in detail, making 
it nearly impossible to compare the environmental and carbon foot- 
prints of different companies. 



13 


The information tends to be directed to environmental interest 
groups or the general public but not to investors. Given the signifi- 
cance of climate risk for major companies in a new carbon con- 
strained world, reporting on carbon risk could and should be stand- 
ardized. It should not be a virtue. It should become an obligation 
and it is quickly becoming a necessity for prudent investment deci- 
sionmaking. 

Yet it is not just risk that we are interested in, but equally we 
are interested in the opportunities that are created by better disclo- 
sure. For example, CalPERS has committed over $600 million to 
clean technologies and products that reduce emissions, to manufac- 
turing processes that minimize the use of natural resources, and to 
systems that do not contaminate air, water or land. We have also 
earmarked $500 million for managers who screen companies for 
compliance with environment guidelines. And we have set an en- 
ergy reduction goal of 20 percent over the next 5 years for office, 
retail and industrial and apartment properties totaling tens of bil- 
lions of dollars in value. 

We are also engaging companies in the airline, auto, utilities and 
oil and gas industries that are under performing compared to in- 
dustry peers and that lack disclosure. You may ask isn’t this SEC 
petition a case of regulatory overkill? 

Let me close with the results of a survey of 265 global power 
companies that we published with a sister pension fund to show 
why disclosure is so essential. Only 25 of those 265 companies had 
complete information about the energy costs, emissions, reduction 
programs, and targets and emissions trading agreements. So take 
a guess, how many of those 25 companies created overall economic 
value after subtracting for the cost of their carbon footprints? The 
answer is six. Six of the 25 companies added value to the economy. 

What about the other 240 companies for which we have little or 
no information? Investors are working blind with those other com- 
panies. This is the kind of information that investors need and are 
not getting but will be material in our evaluation in the future. 
Without your help it is unclear whether the SEC will do the right 
thing here and set the environmental and carbon reporting stand- 
ards that will prove critical to investors and corporate America 
alike. 

Thank you for your attention to this important issue, and I am 
happy to answer any questions. 

Chairman Reed. Thank you very much. 

Thank you all for excellent testimony and also for observing scru- 
pulously the convention of 5 minutes, which we do not so we appre- 
ciate at least the witnesses cooperating. 

Dr. Yohe, you mentioned in your testimony that we should essen- 
tially move away from cost-benefit analysis and embrace risk man- 
agement approach. Can you talk about that in terms of a specific 
company? For example, how would that differ from what is being 
done at the moment? 

Mr. Yoke. A specific company might try to envision climate risks 
that it face when it considers its business conditions in a warming 
environment. It might also want to take the regulatory environ- 
ment that it faces on carbon, its location, and other factors into ac- 
count. I think that it would, at this point, be nearly impossible to 
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for such a company to simulate the range of costs and benefits (in 
terms of climate change) for any investment that it might be con- 
sidering. 

Firms could, however, look at a range of possible options and cast 
them in terms of metrics of climate-related risks that maybe are 
not even calibrated in terms of economic measures. They could 
thereby achieve a wider understanding of their carbon footprint, 
and their significance in their profitabilities. This information could 
then be conveyed to their shareholders, to their customers, and to 
the other people who have a vested interest in their material risk. 

Chairman Reed. I think part of this is — the challenge really is 
trying to get this in a way that is understandable by the investing 
public. There is some sophisticated investment analysts but there 
is also some one just reading the proxy statement here and there. 
Are you suggesting that it is so complicated that it might not be 
ever reduced to something that could be measured by dollars? 

Mr. Yohe. I am suggesting that this could easily be the case. 
Conceptually, in business boardrooms and in rooms like this where 
decisions are made about climate change and climate policy, meas- 
uring climate risk and/or climate change contribution will be very 
difficult for a very long time. 

If you are then thinking about asking firms to subtract the value 
their carbon footprints from their bottom lines to determine the de- 
gree to which they contribute to social damages calibrated across 
the planet, then you have a problem. 

How do you cope with estimates of the carbon footprint that 
range from — $3 per tonne of carbon up to $100 a tonne? Your, and 
their, calculus would depend on a wide range of numbers. And 
which one do you want to use? Is it the material risk of the cus- 
tomers with which firms are conducting business? Or are would 
you allow firms to look at firms’ (global) social cost of carbon “foot- 
prints”? 

Depending on what you decide, shareholders will get extraor- 
dinarily different answers to their concerns about “material expo- 
sure”. 

Chairman Reed. Ms. Lubber, you have a comment, too? 

Ms. Lubber. I think we can make it much more contained, con- 
trolled, understandable and disclose material risk. I would argue is 
not quite that difficult. When we talk about. No. 1, what kind of 
disclosure are we looking at? What is the information that inves- 
tors might benefit from? Be it me, if it is $4,000 in the company 
or Mr. Read who is managing $260 billion the last time I looked 
but he might correct me being off by a few billion. 

That is the first is regulatory risks. For a company that is about 
to build four coal-fired power plants, they could take a look at the 
regulatory schemes that are being negotiated in Congress. Material 
risk does not demand precise provision. But one can tell that given 
that a coal-fired plant lasts over 40 years, if the laws change and 
there is a price on carbon, there will be real cost to that electric 
utility company. They can calculate it, they can disclose it. Inves- 
tors would want to know whether that next coal-fired power plant 
is going to cost $60 million or $160 million. 

There is risks like increased storms. Insurance companies have 
300 risk assessors on staff. They know how to assess risk from 
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storms. Until last year most of them were only assessing based on 
the year before, not the 5 years in the future or 10 years. The re- 
ality is they can make assessments on what kind of risks they face. 
And it is the insurers who have had a painfully low disclosure rate. 

So when we are looking at assessing physical risks, and one can 
make predictions based on scenarios, looking at regulatory risk, 
looking at the very real litigation risk that is growing. There are 
more and more companies at the wrong end of litigation, whether 
it is State Attorneys Generals or other litigators, those are real fi- 
nancial risks that I, as an investor, want to know. Is this company 
I am putting money in about to be sued? Is the cost of the product 
they are putting out about to go up exponentially because a price 
is being put on carbon? Those are real material risks. They can be 
calculated. There are standards out in the marketplace. That is the 
kind of information we are looking for and is crucial for investors 
to have when building a portfolio. 

Chairman Reed. Thank you. 

Mr. Read, this is an opening to a huge topic and your response 
would be appreciated. 

Mr. Read. When I look at the issue, I think in terms of the finan- 
cial tools that are used by financial analysts and specifically finan- 
cial efficiency ratios that are used all the time. I think what we are 
talking about here is the introduction of carbon efficiency ratios. 
This is something which I think could be put out in some very com- 
pelling and intuitive ways, things that would be accessible to inves- 
tors on a broad basis, that would be important to the marketplace, 
and could be digested I think relatively unambiguously. 

So when you think of these sorts of efficiency ratios, you think 
of, for instance, things that could be a carbon-to-sales ratios. Car- 
bon sales ratio could be an example of it. There is a whole analog 
to carbon efficiency ratios that are analogous to the standard finan- 
cial ratios that we look at all the time. 

Chairman Reed. Thank you. 

I wanted to pose a general question to Mr. Smith first but allow 
individual panelists to comment briefly, and then I am going to rec- 
ognize Senator Carper who has joined us. But there will be a sec- 
ond round because when Tom is finished I will initiate a few other 
questions. 

I was particularly struck and included in my statement the Car- 
bon Disclosure Project survey, which suggest that if you ask a com- 
pany privately is there a huge risk out there because of climate 
change, 81 percent say of course there is. Are there opportunities? 
Well, that is 69 percent, of course there is. 

But then you look at their disclosure and there is nothing like 
that. Mr. Smith you represent a lot of companies. Is it because they 
do not have the right guidance to disclose? Is it because there are 
rational business reasons? 

Mr. Smith. Senator, I think there are a variety of reasons and 
I think this where I part company a little bit or maybe a lot with 
the other witnesses. That is, the hard truth, and it is very difficult 
for us to digest faced with the physics of the crisis at the moment, 
is that there are some things that are just fundamentally unknow- 
able at the moment. And I think there is a great harm to the mar- 
ketplace to put disclosure, particularly numerical disclosure, on 
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something that is fundamentally unknowable and unquantifiable. 
Whether you want to make up a metric and drop it on top, there 
are other sorts of ways. 

But I think the disconnect between projects such as the Carbon 
Disclosure Project, which are very valuable on their own terms, 
and lOKs is not as great as it would seem. Because I think that 
responsible leadership in most responsible companies has the same 
view as the societal view. This is a medium to long-term risk which 
is going to be costly to correct, that we have to act on it soon be- 
cause of the factors that Dr. Yohe described, and that there are 
also opportunities in that process. 

When you take it down the funnel and say what does this mean 
for me now, then you come up with a very different calculus. You 
may well be, to take my coal-burning utility in Ohio, you may know 
or may feel or your advisors here on the Hill may tell you that it 
is inevitable or virtually inevitable that there will be some sort of 
Federal legislation on this issue. But it is still a challenge, notwith- 
standing the immediacy of that event, it is a tremendous challenge 
to say what the consequences of that will be, what the shape of 
that legislation is going to be. And then to quantify what the costs 
of that might be to you. 

And to disclose that on a contingent basis, that is to say we be- 
lieve based on best information here are the range of legislative 
outcomes, and based on our internal calculations here is the range 
of costs which each of these outcomes could impose on our com- 
pany, that would really be more than a full-time job and I think 
not really ultimately all that helpful to the marketplace. 

On the other side of the equation, I think what we would I would 
urge is the SEC and obviously the marketplace generally needs to 
be poised really almost by the minute because the speed of these 
developments from a regulatory standpoint and from a financial 
standpoint has really been staggering. I think there needs to be a 
nimbleness so that there is a constant attention and evolution of 
what is useful but based on what is truly useful and not what can 
be made up as a number that placates people who are looking for 
numbers. Fake numbers are bad. 

Chairman Reed. But would you suggest that there has to be at 
least an indication in these disclose materials that this is a factor? 
Even if you cannot quantify it. And that second — and what you 
presuppose is a very rational thoughtful process of evaluating and 
making a judgment that is not material, the question exists is that 
process going on in many boardrooms? Or is simply not a topic that 
is even — this is so far out of our perspective that we do not even 
worry about that stuff? 

Mr. Smith. My view, and I think I have a fairly wide-based view 
but it’s not an exclusive view I believe, is that it is going on in a 
lot of board rooms. It has become rapidly and over the course of 
the last 2 or 3 years at least a weigh station and a checkpoint for 
most responsible boards, particularly boards in industries where 
there is likely to be an immediate effect, the automotive industry, 
the power industry, the aluminum sector, the steel sector, anybody 
who is carbon rich, carbon emission rich, and intensive. 

And also I think, interestingly, the fact that we are, in effect, 
trailing European markets on the cost of carbon because there is 
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an active auction market there, as you know, and there is a unit 
price. We do not live on an island or in a glass house and so there 
are many U.S. -based companies that have operations in the Euro- 
pean theater who have now the capacity and ability and who do 
disclose with numerical specificity the cost of carbon to them in 
their operations. I have cited some examples in my written testi- 
mony of that. 

It is quite clear when there is a number I think responsible com- 
panies are disclosing those numbers. I think the tricky part is tim- 
ing and not overwhelming the marketplace with data that is really 
not ultimately of use. 

Chairman Reed. Let me ask the comments of other panelists be- 
fore I turn quickly to Senator Carper, but we will have a chance. 
Ms. Lubber. 

Ms. Lubber. I want to go back to what we are looking for is the 
disclosure of material risk, not any risk, not minor risks, not risks 
that cannot be calculated. But if we are seeing 60 or 70 percent dis- 
closure voluntary that is not fully complete, shows that it can be 
done. When we see disclosure in the mandatory filings, in the lOks, 
by DuPont, Johnson, GE, many electric utility companies, they are 
disclosing material risk. They are looking at scenarios. They are 
finding ways to come up with realistic numbers. And they are dis- 
closing information. They have shown us that it can be done. 

The problem is when you look at two auto companies. Auto com- 
panies know there will be some change in CAFE standards, if not 
tomorrow, in 4 years, but looming. And given that their product 
lines take 7 or 8 years to get out, the fact of the matter is that if 
the CAFE standards change, fuel economy and their products have 
to change a bit, they need to know now. There will be a cost to 
making those changes. 

Those are the kind of things that can be calculated, that share- 
holders want to know who is best positioned to come out with a 
line of cars that are more fuel-efficient. Those are the material 
risks that can be disclosed. We see one auto company doing it in 
and another writing nothing. 

It tells me it can be done, it is being done, and we will all benefit 
from more consistency in seeing those material risks. Not every 
risk, not wacky calculations, but scenario planning which compa- 
nies — that is what they do. Board members are charged with, as 
fiduciaries, looking at the risk to the company. This falls squarely 
in what boards should do, what disclosures should show, and what 
investors need in the marketplace. 

Chairman Reed. Do you have a comment, very briefly? 

Mr. Read. I think there are two focal points to look at. One deals 
with sequence, one deals with standardization. 

Regarding sequence, there will be a requirement — you simply 
have to have standardized carbon disclosure before you have a car- 
bon trading system. You could not have a credible carbon trading 
system without standardized disclosure. So there is a sequencing 
which, to the extent that we get into the serious talks regarding 
carbon trading regimes, you have to know what you are starting 
with. You have to know, and the marketplace itself has to have a 
guide for what the relative values will be. So in terms of sequenc- 
ing, the information has to come before the trading system. 
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The second part is standardization. I think I really agree com- 
pletely with Mr. Smith that different companies in good faith can 
have some different ways of measuring their carbon footprints. So 
what is the role that we are talking about here? I think the indus- 
try investors, and certainly the Senate and the Congress, can come 
up with some standardized measures, methodologies for measuring 
carbon footprint. So I do not think that is really the hurdle. 

But I think that is the opportunity here, to have standardization 
and standardization which can allow for eventually a carbon trad- 
ing system or any other measurement system that you might 
choose to put in place. 

Chairman Reed. Thank you. 

Dr. Yohe, please. 

Mr. Yoke. Thank you. Just briefly, after listening to this con- 
versation and learning a lot, I would like to go back to first prin- 
ciples about the complexity of the problem and the notion that we 
are not going to solve the problem immediately. What we need to 
do is set up an environment wherein we make it clear that carbon 
is not free and that it will be more expensive next year than it is 
this. 

That suggests to me setting a targeted price for permits or, a tax 
for carbon and arranging for it to grow over time in a predictable 
and persistent manner. The key is that business understand what 
the price is and what it will be. 

Over a period of time within which the results further studies of 
the climate system will be emerging, that price should increase at 
something like the rate of interest. Reports of liabilities and mate- 
rial concerns could then be offered from a business environment 
within which uncertainty derived from climate policy would be 
minimized. 

Uncertainty would expand when, from time to time, policy ad- 
justments would required in response to global portraits of how we 
are doing against long-term objectives. 

It is in these adjustments that the risks associated with all of 
those thresholds about which I spoke earlier come into play. Com- 
panies would have to try to anticipate what was going to happen 
to climate policy and how those adjustments were going to be 
made. If the adjustment process were sufficiently transparent 
though, the uncertainties affecting private business decisions could 
be managed. 

I am, here, making a distinction between the social cost of carbon 
(damages created by climate change aggregated across the globe 
and discounted to the present) and the private (policy derived) cost 
of climate policy to business. Is there a macro institution that does 
something like this — make manageable adjustments to short-term 
policy informed by long-term objectives? I would suggest maybe the 
Federal Reserve Board is such an institution. The FED has certain 
long-term targets for economic growth that inform its long-term ob- 
jectives for growth in the money supply, but they also make adjust- 
ments in the short-term varying economic conditions. People who 
are affected by the FED’s decisions understand their process. They 
face material risks to changes in monetary policy, but they take 
this into account all of the time. Accounting for short-term climate 
policy would thus be a familiar problem cast in a different metric. 
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Chairman Reed. Thank you very much, Dr. Yohe. 

Senator Carper, thank you. 

Senator Carper. Thank you, Mr. Chairman. And to our wit- 
nesses welcome. I just want to make sure I have the correct pro- 
nunciation of all of your names. Dr. Yohe. 

Mr. Yoke. Yohe. 

Senator Carper. Yohe. Yohe. 

Mr. Smith. 

Mr. Smith. If you miss on me, we have got a lot to talk about. 

Senator Carper. Although, in Delaware Y-o-h-e is always Yohe, 
but Yohe. 

Ms. Lubber. 

Ms. Lubber. You have got it. 

Senator Carper. And in Delaware, we would say George Read. 
He was one of our great colonial heroes. Is it Read? 

Mr. Read. Yes, sir. 

Senator Carper. The Reads have it here. 

Maybe just a quick statement and then a couple of questions if 
I may. 

First of all, I thank the Chairman for convening this hearing and 
for letting an interloper come on, somebody who is not even on the 
Subcommittee, come in and not just sit here but also even ask 
questions. I am grateful for that opportunity. 

I think I may be the only member of the Banking Committee 
who serves on the Environment and Public Works Committee 
where I chair, along with the great help of Senator George 
Voinovich, a subcommittee that deals with climate change and nu- 
clear safety and security. 

For a long time I felt — I think I can speak for Senator Voinovich, 
we believe that companies need certainty, particularly as they ad- 
dress the future, particularly companies providing electricity, utili- 
ties. And they are trying to figure out what the demand is going 
to be for their product, electricity. They are trying to figure out how 
to provide it. They are trying to guess what the regulations are 
going to be with respect to emissions of sulfur dioxide, nitrogen 
oxide, mercury, CO2, and the like. 

What I have heard from any number of utilities is tell us what 
the rules are going to be. Just tell us what the rules are going to 
be. Give us a reasonable amount of time, some flexibility and then 
get out of the way and we will figure out how to get this done. 

But they are interested in certainty and I am sure they are re- 
flecting the views of not just their boards of directors but also the 
views of a lot of their investors who have a fair amount of money 
at stake in a number of these companies. 

I think climate change regulations are coming. If I were an in- 
vestor, I would want to have some idea of what that will entail. 

I think it is tomorrow, there is a Subcommittee on the Environ- 
ment and Public Works Committee, we are going to have a mark- 
up. You may have already talked about this before I got here. The 
Subcommittee will be chaired by Senators Lieberman and Warner, 
and they are going to attempt to move their climate change bill 
just addressing CO2. They are going to try to move it out of Com- 
mittee to the full Environment and Public Works Committee. 
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I think the bill contains a provision that requires the SEC to pro- 
mulgate regulations requiring companies to disclose their climate 
change risks. And I have a copy here of the language, it is actually 
pretty brief. Mr. Chairman, with your indulgence, I would just like 
to read it if I may. It is not that long. I will read the first portion 
of it. 

“Section 9002, Corporate Environmental Disclosures of Climate 
Change Risk.” That is what this section is entitled. I will but just 
read the first paragraph. It says “Regulations: not later than 2 
years after the date of enactment, the Securities and Exchange 
Commission shall promulgate regulations in accordance with Sec- 
tion 13 of the Securities Exchange Act of 1934, directing each 
issuer of securities under that act to inform, based on the current 
expectations and projections and knowledge of the facts of the 

issuer, securities investors of material risk relating to ” and 

they mention two things. 

The first of the two things they mention is “the financial expo- 
sure of the issuer because of the net global warming pollution emis- 
sions of the issuer.” And the second is the “potential economic im- 
pact of global warming on the interests of the issuer.” 

Those are the two things that are mentioned. And then they go 
on to mention some other stuff, uniform format for disclosure and 
some other information. That is really the heart of the provision. 

My question, really for all of you, would be to ask you to just let 
Senator Reed and me know what you think of this idea. And I will 
pass this on to the folks at the Committee, the other Committee. 

Anyone just jump in, in no particular order. Ms. Lubber. 

Ms. Lubber. We are big fans of the movement on mandatory dis- 
closure — 

Senator Carper. Would you start that over again? 

Ms. Lubber. I am sorry. I am Mindy Lubber, and we are big fans 
of mandatory caps on carbon, which the Lieberman-Warner bill 
has. And we are delighted that this kind of disclosure provision is 
embedded in it. 

I could not agree with you more that the business community 
and everybody else likes certainty. They want to know what the 
rules of the game are. We know that there will be carbon regula- 
tion coming or a major statute. There are 10 different versions. I 
think the business community is owed, as well as everybody else, 
a clear statute that gets passed sooner rather than later, given the 
gravity and the magnitude of the problem. And they will figure out 
how to get in line with compliance. 

When we were all part of the debate around the Clean Air Act 
and the Clean Water Act, there were all sorts of this is going to 
kill the business community, it is too much regulation, it costs too 
much. And once the certainty was provided, once the statutes were 
put in place, there has been nothing in history that has seen the 
kind of change in air emissions and in water emissions and the 
magnitude and the speed at which the problems got better. 

That is the speed we have got to be seeing, given the magnitude 
of the problem of global warming. And I think moving expeditiously 
on a statute that puts a cap on carbon and a cost on carbon. Right 
now carbon pollution is free so we keep getting more of it. Putting 
a price on it and a limit on it is the certainty that we need to put 
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in place. And we would love to see that move expeditiously with 
this kind of disclosure certainty included in it. 

Senator Carper. Thanks very much. 

May I hear from others, please? Dr. Yohe. 

Mr. Yoke. If I understood what you read correctly, and it is the 
first time I have heard it, they are asking for disclosure of material 
risks from climate impacts as opposed to material risks from cli- 
mate policies. 

Senator Carper. I think that is correct. 

Mr. Yoke. I think that we need to go back to what I said earlier. 
The subtext there is that attribution of observed risk to climate 
change is a very difficult task that we cannot expect businesses to 
accomplish. Senator Reed, you asked earlier about a specific com- 
pany. I still do not have a specific company, but let me focus on 
a specific location. Consider a company that was located in New 
Orleans say 3 years ago. Of course, Katrina came and the levees 
broke. Perhaps our company was destroyed. Maybe it is back in 
place now, but maybe it is not. 

Now think about what they might have reported about material 
risk from climate change in 2003. It was certain back then that a 
hurricane would strike New Orleans at some point. Could our busi- 
ness attribute Katrina, or its intensity, to climate change? Probably 
not. Would they have been required to do so if the Lieberman-War- 
ner bill on climate change had been in place back then? Attribution 
is so difficult that I am doubtful that requiring them to do so would 
have been a good thing. 

The chance of a severe hurricane was surely a material risk that 
should have been reported. I hope that representatives from our 
business would have attended all of the workshops that were held 
along the Gulf Coast prior to Katrina. Those workshops clearly out- 
lined the risks associated with rising sea levels and severe coastal 
storms. Our business may have even heard the Army Corps of En- 
gineers describe how vulnerable the levees were. But to hold our 
business responsible for saying that these risks were born of cli- 
mate change is, for me, a little bit hard to swallow. 

Senator Carper. Thank you. Mr. Smith. 

Mr. Smith. I have, I guess, two reactions. First of all, from a 
process standpoint, my immediate reaction to the provision is that 
it is useful but not necessary. And that is that there are mecha- 
nisms that are lesser than a statutory mechanism for achieving the 
same result, and that have actually worked sometimes with fine 
tuning and sometimes with macro tuning in other examples to prod 
the disclosing community along to refine their thinking, to say 
more. I am thinking principally of Staff Accounting Bulletin 92, 
which was issued with respect specifically to Superfund litigation 
and remediation liabilities in 1992. 

And then out of the environmental arena, the very useful, short 
and terse work that the staff did with respect to the millennium 
bug, the Y2K bug, which was a pervasive problem. One of the re- 
quirements there was to compel disclosure, but on a Staff Legal 
Bulletin basis, on the degree of preparedness of a company to meet 
the issue. And if they had not done an assessment, that that fact 
itself was material because you had not looked and therefore the 
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investment community needed to know that you had not even both- 
ered to look. 

That is my process comment. 

If the Senator will indulge me for a second for a story from expe- 
rience from a substantive standpoint, I think that the distinction 
lies between two companies, one with whom I had experience — 
privatizing a pulp and paper business in another country that had 
a mill — a material mill — situated on a peninsula jutting out into a 
saltwater body and took all of its process water from the aquifer 
underneath the peninsula. And took huge volumes of it up. And 
just as their billion-dollar bond issue was about to come to market, 
started getting salt water readings in its fresh water wells, which 
would have been fatal to its paper production. 

The onset of even those negligible readings of saltwater in a mill 
of that importance was something that was an immediate and ma- 
terial risk, disclosable, and was disclosed. That is useful disclosure. 
If you are going to buy a piece of those bonds, you needed to know 
that certain parts of the mill might not work if saltwater intrusion 
continued. 

On the other side, I would hate to have legislation that compelled 
disclosure of a catalog of risks that were not particular to the ac- 
tual workings of a particular business. You might have a water de- 
pendent business in the Midwest in the United States that clearly 
would be adversely affected if global warming dried streams on 
which it relied for discharge or for cooling water. But if there were 
no scientific data behind the event, then simply to disclose that we 
are dependent on heavy usage of water is not necessarily useful for 
the marketplace, and the degree of quantifications necessary would 
certainly not assist in the pricing of any investment in that par- 
ticular company. 

Senator Carper. Good, thank you. And thanks for the example. 

Mr. Read, my time has expired, but just briefly, if you would 
take a shot at this one. 

Mr. Read. Very briefly, from my vantage point, sufficient regu- 
latory authority does exist already by the SEC to compel appro- 
priate disclosure. However, although they have that ability now, I 
think it likely will take prodding by your body to compel the SEC 
to put those disclosure standards in place. 

Senator Carper. Thanks so much. Thank you all. 

Thank you, Mr. Chairman. 

Chairman Reed. Senator Casey, if you have questions. 

Senator Casey. Mr. Chairman, thank you very much. 

I have to apologize. I was running out to the floor and walking 
at a fast pace, running on the way back. I wanted to, first of all, 
say that when I was giving my opening, Ms. Lubber, you were at 
that time and still are have a network that I referred to and I did 
not acknowledge it and I am sorry about that. I did not realize. I 
was reading the first part where they say president of — is it Ceres? 
Is that how you pronounce it? 

Ms. Lubber. Ceres. 

Senator Casey. Ceres. But I did not read the rest of it. It says 
Director, Investor Network on Climate Risk, which I was talking 
about. I am sorry about that. 
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But I guess the general question I have for really everyone on 
the panel, and I know you have spoken to this either in your state- 
ment or when I was gone so some of it might be redundant. But 
it is good to repeat ourselves on important topics, I think. 

Just what you think, if you had an agenda item or an action 
agenda for the U.S. Senate, other than having a hearing like this, 
which I think is a critical component of having a strategy, what 
would you have us do in the next year to advance some of the goals 
that you have outlined today? And maybe I will go right to left or 
left to right, it does not matter to me. Mr. Read. 

Mr. Read. I think there have been some points brought up today. 
Dr. Yohe mentioned one of them, which is likely there should be 
a healthy debate on the comparative merits of a carbon trading 
system, for instance, versus a carbon tax. This is more than what 
it might seem, though, at first because there are different — they 
really are different tools. You can get to different things. 

For instance, with a carbon tax you potentially could apply that 
not only to U.S. companies but to international companies which 
provide imports to the U.S. You can apply it in different ways, I 
think. You can have a very — for instance, if there is a larger carbon 
footprint from companies in China, you could make the appropriate 
assessments on that potentially with a carbon tax in a way that 
you could not with a carbon trading system. 

There are going to be some very important issues that you can 
get at just by having that debate on the tax versus the carbon trad- 
ing system. So I think it is worth having it. Irrespective of where 
you end up, you are going to be in a better place having that argu- 
ment in good form. 

Of course, the actual impact of — well, when it comes to global 
warming, carbon is not the only issue. There are many other forms 
of greenhouse gases. So we think in terms of CO 2 , but there are 
lots of other challenges that we are going to be facing. For instance, 
there could be material wealth of methane that could be going into 
the atmosphere over the coming years. Methane is a good 30-fold 
greater impact than CO 2 on the atmosphere. 

The other part, I think, that I would really wrestle with very se- 
riously is that the social goal that we are looking at, for instance, 
when looking at renewable fuels, is looking at renewable and clean 
technologies over conventional and dirtier technologies. So what 
that points to is the need for broad-based support rather than nar- 
row support. So I think now when I look at the nature of what is 
supported, it is not as much — I take a look at some things, unwit- 
tingly by having too narrow a sense of what our renewable or clean 
fuels, things can happen like for instance using methane as fuel 
from municipal waste does not receive a subsidy. That can get 
crowded out compared to corn-based ethanol. That would not be the 
intent of the Senate right now, to have one clean technology crowd 
out another. 

But I think the imperative for trying to have broad-based incen- 
tives for renewables will be also an important consideration for this 
body. 

Senator Casey. Thank you very much. 
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Ms. Lubber. I am going to answer the question in wave the 
magic wand, you asked that open question and I appreciate it. I 
think, given that magnitude of the problem 

Senator Casey. We do not have one, by the way. 

Ms. Lubber. If you could find me a magic wand or if I could find 
one, I will bring it to you. 

But given the magnitude of the problem, which is up there with 
the greatest economic, environmental, national security, public 
health threats we face. Given that it is not any time in the future 
but we are now starting to see the impacts now. Given that we are 
certain that the problem is getting worse and not better. And given 
that we know minimally, and I think the IPCC Commission is 
going to tell us that this may even be an understatement, that we 
need to reduce are carbon footprint by 80 percent by the year 2050 
and that we have got to start that yesterday. 

These are big issues. My magic one would say if the Senate, with 
your leadership from this Committee and others, should move to 
pass a comprehensive cap and trade or a tax — I look at the cap and 
trade not because I think it is smarter or more elegant or even 
preferable, but more realistic. Literally put a price on carbon. This 
gas that is going into the air is not free. It costs us a lot of money. 
But when things are free you get a lot more of it. Right now carbon 
pollution is free. 

I would put a price on carbon and a limit to the amount that can 
go up into the air, a cap and trade system. With very clear limits 
not only for what we need to get to 2050, but what needs to be hap- 
pen by 2030 and 2020. 

At the same time I would have incentives that will help jump- 
start an industry that is going to also allow us to meet the energy 
needs of this country and beyond. If, in fact, we are going to limit 
the carbon going into the air and limit the coal use and limit some 
other fuels, we have got to make sure we are jump-starting the in- 
dustry that will allow us to keep our cost of living and keep mov- 
ing. 

And I certainly think there is movement to do that but that is 
what I believe will get on top of the problem. 

I want to add just one point, and that is the issue being debated 
at this hearing, I would argue, is more narrow, is more doable, is 
nevertheless quite an important stepping stone and does not even 
require statutory change. The SEC has the authority to require the 
disclosure of material risks. Many companies are doing that. Those 
companies say when they do it, when they just assess their risk 
even before they disclose. They end up managing it better. We 
know that is information that ought to be the marketplace. We are 
seeing it done. It is not overly burdensome. We know the standards 
by which we want to measure it. 

I think that is something that could happen now that will make 
a difference in moving us forward and that, with the leadership of 
this Committee and a discussion perhaps with the SEC, we can 
move on this without statutory changes and without even regu- 
latory changes. And it will go a long way in helping move compa- 
nies to act to reduce their carbon footprint. 

Mr. Smith. Senator, I have never been very good at magic wand 
questions. I do not even know what my favorite ice cream is. So 
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I am going to limit the question to the scope of what I came to talk 
about, which was disclosure. 

I think clearly the most significant thing, from my perspective, 
is to grant the marketplace the clarity of information which the 
Senator was talking about having heard about with respect to utili- 
ties and their desire for clarity of regulation. 

I think this hearing is extremely timely. The Superfund exam- 
ples that I talked about earlier in my testimony and have written 
about in my written testimony were done, unfortunately, years 
after the fact. The fact that this hearing is being held today, before 
any comprehensive Federal legislation, I think really is a tremen- 
dous window of opportunity for teeing up and aligning what the 
Federal regulatory solution is going to be with what it dictates to 
the marketplace about what to say about that regulation is going 
to be. 

I would encourage this Committee and the Senate as a whole to 
maintain that synchrony to the greatest extent possible, so that the 
markets that are going to drive the solutions once there is certainty 
can also drive out information with clarity and under clear guide- 
lines on a going forward basis. 

If we had to do it and waste 5 years and go backwards the way 
we did with Superfund, I think that would be a lost opportunity 
and a terrible mistake. 

Thank you. 

Senator Casey. Doctor. I know we have a vote that, I think, just 
started. 

Mr. Yoke. I will try to be quick. IPCC is not policy proscriptive, 
so we certainly do not say that an 80 percent reduction by 2050 is 
required. My own personal view is we have to get to an 80 percent 
reduction sometime in this century. Picking 2050 is a good place 
to start the discussion, but it might be too early or too late. 

I also agree that you should think seriously about taxing carbon 
as it enters the economy. I think that you need to hear why cap 
and trade was a good idea for regulating sulfur dioxide emissions 
and why the economics that made it right for sulfur dioxide do not 
necessarily apply to carbon emissions. 

Fundamentally, though, I think members of the Senate should 
remember that there is another component to the United Nations 
Framework Convention on Climate Change that this country has 
signed. We have, through the Convention, agreed to help the least 
vulnerable people on the planet adapt to and cope with the impacts 
of climate change. The new negotiations for the second commitment 
period of the Kyoto Protocol include international discussions about 
how to create and manage adaptation funds. We need to participate 
fully in those discussions I think, as well (and I guess Speaker 
Pelosi has suggested this and has thereby caused a bit of an up- 
roar), that representatives of the legislative branch of this Govern- 
ment should go to Bali (and subsequent meetings of the Conference 
of the Parties of the Framework Convention) as observers to see 
the negotiations first hand. 

Mitigation and adaptation will both be on the table, and you all 
need to get a full understanding of exactly the way the world looks 
at us, exactly the way the world looks at the problem, and exactly 
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the way the world looks at the requirement to do both — i.e., to 
mitigate and to adapt. 

The fact is that we are committed to another half degree to one 
degree Centigrade warming over the next century even if green- 
house gas emissions ended tomorrow. Adaptation is an imperative. 
Working on how best to adapt is not giving up on the problem. Ad- 
aptation is an essential part of a policy portfolio that is absolutely 
required. 

Senator Casey. Thank you and I thank the Chairman for the 
extra time. 

Chairman Reed. Thank you, Senator Casey. And thank you for 
your wonderful testimony. This has been informative and insightful 
and, I think, hopefully prophetic. Mr. Smith’s comments about the 
timeliness of the hearing, I concur entirely. 

Let me make just brief administrative announcements. Some of 
my colleagues might have additional written statements. They will 
all be made part of the record. 

If there are additional questions for the witnesses or if there is 
additional testimony, that will be accepted no later than November 
7th. We would ask the witnesses if you do receive written ques- 
tions, please respond within 10 days. 

But thank you very much for your participation today and for 
your great work throughout the year. 

The hearing is adjourned. 

[Whereupon, at 3:53 p.m., the hearing was adjourned.] 

[Prepared statements and additional material supplied for the 
record follow:] 
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PREPARED STATEMENT OF SENATOR MENENDEZ 

I want to thank Chairman Reed and Ranking Member Allard for putting together 
this important hearing. 

If there is anything I hope we can take away from today’s discussion, it is that 
climate change does not exist in a bubble. The fact that we are having a hearing 
on this issue in the Banking Committee speaks to its very nature. Asking the ques- 
tions of what we can do to affect global climate change is not limited to those who 
advocate for the environment or to improve our energy usage. It is not limited to 
one region of the world, or to certain cities. It is not limited to just one sector. The 
responsibility falls on all of us. And we must all be asking the questions of what 
we can do to affect our climate — especially those of us who think we have little or 
no role. 

Today we have a chance to ask those questions, to look at what those in the finan- 
cial sector are doing, to ask those who perhaps do not think about emissions on a 
daily basis to do more. 

It is imperative that our nation make a transition to a cleaner, safer, greener, and 
wealthier country. We must take action to stabilize greenhouse gas emissions and 
ward off the potentially catastrophic effects of global warming. This will not happen 
by itself, however. 

I am pleased that Senators Lieberman, Warner, and Boxer have shown such lead- 
ership in the issue of climate change by introducing and moving a bill forward. This 
bill would take a number of important steps, including requiring the reporting of 
climate risks. However, I do think we should look closely at how the bill deals with 
corporate reporting of climate risks and greenhouse gas emissions, and believe there 
could be room for improvement. 

First I think it is important to distinguish between two very different kinds of 
reporting. 

On the one hand, we want investors to know whether companies are faced with 
financial risks because of the potential effects of climate change. These risks range 
from increased insurance claims to physical risks such as stronger storms or flood- 
ing. In general these risks are difficult to quantify or even predict, but are nonethe- 
less terribly important for those making investment decisions. 

The second kind of risks that should be reported are the risks associated with the 
necessary changes we will all have to make in order to reduce global emissions. 
These risks are also difficult to predict and also difficult to put into dollar terms, 
but I would submit that these risks can be quantified. 

What future regulations will entail or what costs they might impose cannot be 
foretold, but if companies simply reported their emissions to investors then investors 
would be empowered to make their own calculations on potential exposure or the 
likelihood of different sets of policies being enacted. Without such data investors will 
be limited to what companies choose to disclose and left to trust the company’s own 
assessments of financial risk. 

Unfortunately I do not read the Lieberman Warner bill to require such disclo- 
sures. Instead it gives the SEC broad discretion to formulate risk reporting associ- 
ated with climate change. 

My staff is currently working on some language that I feel must be part of any 
corporate reporting on climate change: 

First, the EPA is the organization with the expertise and experience in admin- 
istering greenhouse gas emissions reporting programs. The SEC must work along- 
side the EPA to design such a program here. 

Second, emissions reporting should be done at the corporate level and not just at 
the facility level. And this reporting needs to include indirect emissions such as elec- 
tricity use and not just direct emissions. Climate leaders such as Citigroup, Target, 
and Marriott do not have large industrial facilities or power plants that would be 
covered by the Lieberman Warner bill. Yet all three companies are voluntarily re- 
porting their emissions to the EPA. They realize that they can significantly help re- 
duce our nation’s carbon footprint and they want to be held accountable for taking 
this responsibility seriously. In turn, investors such as those represented by CERES 
here today want to know what organizations are sensibly planning for the future 
and who is stuck in the mindset of last century. 

Third, emissions must also be reported by country. Different nations operate 
under different regulatory regimes and therefore multinational corporations are ex- 
posed to different risks. 

I’m afraid I cannot stay for the whole hearing today, but I would like to hear from 
the witnesses on this issue, and I will be submitting questions for the record. 

Again, I want to thank Chairman Reed and Ranking Member Allard for their 
work in putting this hearing together. I look forward to working with them, this 
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Committee and the EPW committee in putting together climate change legislation 
that will help us transform our economy and protect investors at the same time. 
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Mr. Chairman, Senator Allard, and Members of the Subcommittee on Securities, 
Insurance and Investment of the Senate Committee on Banking, Housing and Urban 
Affairs. Thank you for your invitation to present testimony on a range of topics related to 
my work as an economist and as a senior member of the Intergovernmental Panel on 
Climate Change (IPCC). You have, specifically, asked that I discuss (1) how economics 
can inform national and global responses to the risks and opportunities of climate change, 
(2) how those risks might be connected with the health of financial markets, (3) how the 
Stern Review on the Economics of Climate Change and my work for the IPCC can inform 
your deliberations. 

My testimony will be anchored on a fundamental conclusion that has emerged to 
broad consensus from both the Fourth Assessment Report of the IPCC (2007) and the 
Stern Review - economics can play a significant role in understanding how we should 
respond to the risks of climate change. My take on it all is, though, that this role will lead 
to productive deliberations only if practitioners accept the shortcomings of a cost-benefit 
approach to the problem of what to do about climate change and recognize the strengths 
of a risk management approach to the same set of issues. Only then can the analyses 
climate change and the resulting policy discussions accommodate fully the multiple 
metrics with which climate risks and opportunities must be calibrated 

I recognize, of course, that the Subcommittee on Securities, Insurance and 
Investment is primarily concerned about vulnerabilities and opportunities that can be 
enumerated in dollars and cents. I hope that you will see, however, that risks calibrated 
in other metrics (like millions of people at risk of hunger or water stress or coastal 
flooding) also matter to financial markets. I think that it is obvious that exposure to 
climate policy matters to investors and that setting standardized rules for carbon 
accounting will be a critical concern as we move forward. Surely risks expressed in 
terms of the frequency and intensity of extreme weather events matter to a subcommittee 
with the word insurance in its name. In short, I hope to connect some important dots so 
that even climate skeptics will take the issues before you seriously. 

Before I proceed, it is imperative that you recognize that the IPCC, because it 
cannot be policy prescriptive, makes no policy recommendations. It does, though. 
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describe thoroughly the increasing evidence that climate is changing faster than we 
thought just five years ago in support of a conclusion that risks and opportunities are 
coming at us faster than previously thought. Increased resolution in our understandings 
of impacts and vulnerabilities that are apparent throughout the Fourth Assessment Report 
show that vulnerability to climate change is perhaps even more widely diverse than 
previously thought, that differences in the capacities to adapt and to mitigate vary even 
more widely across nations and communities within nations (even within the most 
developed nations), and that unabated climate change will likely impede progress toward 
achieving Millennium Development Goals by mid-century. 

The Stern Review was, in contrast, designed explicitly to be policy prescriptive 
and to make an economic case for immediate action to reduce the emission of greenhouse 
gases. It anchored its analysis on the same literature as the IPCC, but it did not stop 
there. It ultimately calls for immediate action designed to limit concentrations of 
greenhouse gases to no more than 550 parts per million in carbon dioxide equivalents, 
and it supports this call with a dazzling array of statistics which have, themselves, 
become a source of debate. I have repeatedly asked, however, that the discussions of 
Stern not focus on those statistics at the expense of missing the major message - climate 
policy is required, and the least expensive way to proceed toward any policy target is to 
begin now. 


1. The major messages of the Stern Review’s assessment of the current science are 
sound. Indeed, they are completely consistent with the conclusions presented by 
the three Working Groups of the IPCC in their contributions to the Fourth 
Assessment Report. They are consistent, in other words, with the conclusions 
about the underlying science that were unanimously accepted by representatives 
of the signatory nations of the United Nations Framework Convention on 
Climate Change who attended the IPCC plenary meetings in Paris, Brussels, and 
Bangkok. They include: 

a. Climate is changing faster than was anticipated only 5 years ago (in the 
Third Assessment Report of the IPCC). 

b. Significant climate impacts have been calibrated in terms of multiple 
metrics (some are economic, but many are not), and thresholds of 
associated climate risk have been identified in terms of changes in 
global mean temperature. 

c. Many of the temperature thresholds for critical impacts are now 
thought to be lower than anticipated only 5 years ago. It follows that we 
are approaching them more quickly than we thought, and so we will 
reach them sooner than we thought. 

d. Achieving any concentration threshold cannot guarantee achieving a 
specific temperature threshold; but achieving a concentration target 
can reduce the likelihood of crossing those thresholds at any point in 
time. 
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e. Achieving any concentration threshold may, however, only delay the 
inevitable unless the rate of change in temperature is diminished by 
persistent policy intervention over the entire century and perhaps 
beyond. 

Figure 2 in the Executive Summciry of the Stern Review offers a concise portrait 
of the essential results of the most recent science. 1 attach a version here as Figure 1. 
Notice that temperature thresholds are identified for truly dangerous impacts in many 
dimensions in the lower portion of the figure. The imprecise links between 
temperature targets and concentration targets are meanwhile illustrated in the upper 
portion of Figure 1. They summarize current understanding to show, for example, 
that holding concentrations 

below 750 ppm means a greater than 95% chance of exceeding 2 
degrees (Centigrade) of warming above current levels and a 70% 
chance of exceeding 3 degrees of additional warming, 

- below 650 ppm means a 95% chance of exceeding 2 degrees and a 
60% chance of exceeding 3 degrees, 

below 550 ppm means around a 70%-80% chance of exceeding 2 
degrees and a 50% chance of exceeding 3 degrees, 

- below 450 ppm means a 50% chance of exceeding 2 degrees and a 
25% chance of exceeding 3 degrees, and 

- below 400 ppm means roughly a 30% chance of exceeding 2 degrees 
and still a 5% chance of exceeding 3 degrees. 

Putting the two parts of the figure together allows the reader to judge the sensitivity 
of our experiencing any specific risk to various policy objectives. It is, indeed, a 
spectacularly powerful portrait of the policy predicament. 


2. The contribution of Working Group II to the Fourth Assessment Report of the 
IPCC puts people on the planet and offers more detailed descriptions of climate 
risks across diverse regions and sectors. Risks are calibrated in multiple 
metrics, and vulnerability depends on exposure and sensitivity, both of which 
vary from place to place in ways that are determined by development pathways. 

The Fourth Assessment Report confirms the assertion from the Third Assessment 
Report that developing nations will be most vulnerable to climate change because of 
high exposure to potential impacts and low capacity to adapt. Some of the details 
behind this conclusion can be found most easily from Tables 20.8 and 20.9 in the 
contribution of Working Group II; they are replicated here as Tables 1 and 2, 
including the notes that locate discussions of the various risks in the background 
chapters. Notice, for example, that literature published since the Third Assessment 
Report was released in 2001 shows that 
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• an additional 1“C of warming would increase the number of people 
facing water scarcity by up to 1.2 billion additional people in Asia and 
250 million in Africa and would cause up to a 5% decline in wheat and 
maize productivity in India; 

• for another degree of warming, China would experience a 12% decline 
in rice productivity, that up to 2 million additional people in Asia would 
confront significant risk of coastal flooding, and that water scarcity 
would affect another 1 .6 billion more people in Asia and Africa; and 

• for more warming, the pace of increased exposure will accelerate. 

The Summary for Policymakers approved in Paris synthesizes these and a wide 
assortment of other results in a series of fundamental conclusions; 

• vulnerability to climate risk will be amplified in areas that already 
confront multiple stresses (for example, from land degradation, 
globalization, exposure to disease, etc.); 

• adaptation is unavoidable because the planet would be committed to 
more warming even if emissions of greenhouse gases were halted today; 

• a portfolio of adaptation and emissions controls will be required if the 
world’s people are to cope with climate risk because, of course, 
emissions will not end tomorrow; and 

• even these combined actions may be overwhelmed by the turn of the 
century. 

Everyone has his or her own view of what is most important among these far- 
reaching conclusions. You can find your own collection of risks and opportunities for 
various amounts of warming on Tables 1 and 2. For me, the fundamental bottom line 
that plenary delegates decided to take home to their governments is that climate 
change will impede progress toward meeting Millennium Development Goals 
(MDGs) across the world. 

This stark and succinct assessment of the future, along with the recognition that 
adaptation and mitigation will be necessary, is certainly troubling; but the silver 
lining behind the growing storm cloud is an enormous opportunity. The Fourth 
Assessment Report emphasizes that strengthening many of the factors that support the 
capacities of communities to adapt to climate risk is entirely consistent making 
progress toward achieving the MDGs over the next half century. Indeed, investments 
in eradicating extreme poverty and hunger, providing primary education, promoting 
gender equality, combating HIV/AIDS and other diseases, ensuring environmental 
sustainability, and working to develop global partnerships for development could all 
be essential components of an efficient part of an effective climate policy. 

To my eyes, therefore, the new Fourth Assessment Report thereby offers a 
roadmap by which climate change can find its way onto the planning and 
implementation agendas of finance ministers tdl around the world - and into the 
deliberations of committees like this one. Instead of being yet another problem that 



33 


complicates your lives, the coincidence of goals noted by the Report shows why 
coping with climate risk can be yet another good reason for them to what they have 
been trying to do all along - to promote sustainable development. 

This pathway to the highest levels of government is also illuminated, for any 
country that wants to pick up the idea, when the Report calls for adopting a risk 
management perspective in assessing impacts, adaptation, and sustainable 
development. The language of risk management is a language with which finance 
ministers and financially focused committees are quite familiar. The IPCC now sees 
that risk-based portraits of impacts net of the effects of alternative adaptations can, 
when inserted into alternative development pathways at specific locations, offer 
decision-makers simultaneous insight into a multiplicity of climate risks. A policy 
portfolio designed to reduce climate risk should take advantage of two different 
policy tools: reducing exposure through mitigation and reducing sensitivity 
through adaptation. 


3. Translating this range of climate risks into economic terms continues to be a 
challenge. Many of them defy calibration in terms of dollars and cents. Many of 
them have not been thoroughly analyzed. Summary statistics are fraught with 
uncertainty, and are critically dependent on value judgments imposed by 
decision-makers, themselves. 

Economists have been trying for some time to assign currency values to the 
impacts of climate change identified in Figure 1 and Tables 1 and 2 by tracking their 
potential trajectories along long-term scenarios of how the future might unfold. Not 
surprisingly, economists do not agree on what that future might hold. They do, 
however, agree on what measure to use: “the social cost of carbon” defined as the 
damage caused over time by releasing an addition unit of ton of carbon in the 
atmosphere discounted back to the year of its emission. That is to say, the social cost 
of carbon represents the “marginal cost” of emissions; alternatively, it represents the 
“marginal benefit” of unit of carbon emissions reduction. 

More than 200 estimates of the social cost of carbon are now available. The 
median estimate for studies using a 3% utility discount rate (4% to 5% on the dollar) 
with no equity weighting is about $20 per tonne of carbon (slightly more than $5 per 
tonne of carbon dioxide or about $3 per barrel of oil). For estimates that discount the 
future much more heavily and apply equity weighting to the distribution of economic 
impacts, however, the median is about $100 per tonne of carbon ($27 per tonne of 
carbon dioxide), and 10% of the estimates exceed $200 per tonne of carbon. The 
Fourth Assessment Report, based on a smaller sample, puts the average estimate 
around $43 per tonne of carbon (about $12 per tonne of carbon dioxide), but notes 
that 12% or the estimates are actually negative. The Stern Review (with its very low 
discount rate, equity weighting, and reflections of potential catastrophic loss) reports 
an estimate in excess of $300 per tonne of carbon (around $85 per tonne of carbon 
dioxide). 
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I have been told that presenting such a range in a political environment would 
allow people who do not think that climate is a problem to focus on the lower part of 
range and people who think that climate is a large problem to focus on the upper part 
of the range. Productive conversations between the two sides, I have also been told, 
would seldom be a product of such readings. For this, and a few other reasons, I now 
preach caution to all. To appropriately understand the content of the range of 
estimates, we must work to understand what is going on behind the scenes. Why is 
the range so large? What combinations of underlying factors produce low or even 
negative estimates of social cost, and what other combinations support estimates on 
the high end of the scale? Answers to these questions can be enormously revealing. 

The choice of discount rate and the incorporation of equity weights are extremely 
important, and both lie within the purview of decision-makers. High discount rates 
sustain low estimates because future damages become insignificant (and even 
negative costs derived from near term opportunities that are not overcome by long- 
term risks). Conversely, low discount rates produce high estimates because future 
damages are important. Meanwhile, strong equity weighting across the globe support 
high estimates because poor developing countries are most vulnerable. Conversely, 
weak or no equity weighting can produce low estimates because poor developing 
countries do not factor heavily in the overall calculation. 

It turns out, however, that several scientific parameters that decision-makers 
cannot choose are even more important in explaining the range. Indeed, climate 
sensitivity (i.e., the increase in global mean temperature that would result from a 
doubling of greenhouse gas concentrations from pre-industrial levels) is the largest 
source of variation. It is possible to derive high estimates for the social cost of carbon 
even if you assume low discount rates and almost no equity weighting; all that is 
required is the recognition that “Mother Nature” may have put the climate sensitivity 
lies at the high end of the latest range of estimates. Andronova and Schlesinger 
(2001), for example, find that the historical record could easily be explained with 
climate sensitivities as high as 8 or 9 degrees Centigrade (even though the TAR 
reported an upper bound of 5.5 degrees). 

There is, in short, no way around a fundamental truth - this and other sources of 
profoimd uncertainty in our understanding of the climate system and how it will 
evolve over time are intrinsic parts of the arena within which climate policy will be 
discussed. It is pointless to wait for the uncertainty to be resolved. 


4. The Stern Review’s estimates of economic damages have been controversial in 
part because they are difficult to understand and in part because they are highly 
dependent on underlying assumptions about discounting, aversion to risk, 
aversion to inequality, and the valuation of non-economic metrics of impact and 
significant risk (abrupt change and extreme events, for example). 
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The controversies surrounding the damage estimates have spawned a spate of 
detailed discussions of the technicalities involved in applying economic analysis to a 
complex problem like climate change. Many economists have concluded that the 
Review is right for the wrong reason in its call for immediate climate policy. Details 
of my own views can be found in my testimony before the Senate Committee on 
Energy and Natural Resources last February (attached here as an appendix). 


5. What is the right reason? It follows from the Fourth Assessment Report and the 
underlying documentation of the Stern Review that some sort of policy 
intervention, based on the economics of hedging against climate risks and the 
economic cost of policy adjustment that may have to be applied to abruptly, will 
be required to avoid “dangerous anthropogenic interference with the climate 
system”. 

It is important to note that it is impossible to write climate policy in 2007 that will 
be valid for the entire century. Coping with thresholds and uncertainty over the long 
term will require adopting an adaptive risk management approach where series of 
medium-term policy decisions will be informed by the evolution of long-term 
objectives. Designing such a program will be difficult, because it will need to give 
clear signals of intention over the medium-term even as it maintains flexibility so that 
it can respond to 

- changes in scientific understanding, 

- changes in social valuations of impacts, and 

- changes in our expectations of how the policies are working. 

In every case, however, this flexibility must somehow be immune to political and/or 
economic manipulation, and so designing such a mechanism will require a 
considerable amount of political leadership.' 

As soon as you recognize that some sort of policy will be required (and that 
recognition follows directly from Figure 1 and/or Tables I and 2), simple economics 
says that taking the least cost approach means starting now. This conclusion is true in 
large measure because atmospheric concentrations of greenhouse gases depend on 
cumulative emissions over time, so achieving a targeted concentration target (and 
thus a corresponding range of possible temperature increases and associated climate 
risks) is fundamentally an exhaustible resource problem. The long-standing Hotelling 
result that 1 teach my students in their first course on enviroiunental and resource 
economics therefore applies (at least to a first approximation): to maximize the 
discounted value of welfare derived from an exhaustible resource (that is, to minimize 


' It strikes me, as an aside, that the Federal Reserve System of the United States (the FED) is an example of 
an institution designed to accomplish all of these tasks. While surely in a different context, the FED 
confronts the same sorts of short-term versus long-term tensions with the same sorts of price or quantity 
policy tools and protected from political manipulation by carefully designed insulation. 
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the discounted costs of limiting cumulative emissions over the long-term), simply 
calculate the appropriate initial “scarcity rent” (in this case, an initial price for carbon 
for 2007) and let it increase over time at the rate of interest.' 

Adjustments over time in the policy target (borne of uncertainty about the climate 
system specifically and the future more generally) confound the issue, to be sure, but 
I have shown in Yohe, et al. (2004) that some hedging based on the Hotelling 
minimum cost result minimizes expected costs even if there is a chance that we will 
discover sometime in the future that the climate problem fixes itself and climate 
policy initiated now was unnecessary. Why? Not because it generated some energy 
independence for the United States, even though that would be a good idea. Rather, 
because the expected costs of adjusting to more pessimistic climate news sometime in 
the future if we delay taking action are higher than the expected costs of doing too 
much too soon (even with discounting at the market rate of interest). 

To be more specific, the Hotelling result means that it is enough to specify an 
initial price of carbon (or perhaps setting targeted permit price for a cap and trade 
system). This price should be designed to get the attention of American business and 
to show political leadership in the face of a serious problem. It need not, however, be 
set so high that it would cause undo economic harm in the short-run. Allowing the 
carbon price to increase at the rate of interest year after year (following Hotelling) 
and acknowledging that adjustments for new knowledge about performance and risk 
will have to be accommodated over time will give the policy traction. 

I personally favor a tax because permit markets can be volatile, and because 
responding to this volatility by building in a “safety value” on the price of permits 
sets up a loophole in the policy that could easily be manipulated. Indeed, it 
undermines the power of the policy. A tax, increasing at the rate of interest, would 
produce a persistent and predictable increase in the cost of using carbon that would 
inspire cost-reducing innovation and fuel switching in the transportation, building, 
and energy supply sectors of our economy.^ 

The revenue of a carbon tax (or the auction of tradable permits, for that matter) 
could be used to subsidize research and development of alternative energy. At the 
moment, we have the technology for modest reduction of greenhouse gases at little 
cost. Deeper cuts in the future would be expensive unless there is substantial 
technological progress. Developing large-scale, safe, clean and cheap energy is 
essential for solving the climate problem, and would also help the American economy 
become less dependent on imported fuels; and to help it prepare for the depletion of 
conventional oil and gas. American companies have the potential to lead what the 
Europeans call the next industrial revolution. 


^ Note that the emission reduction trajectory in the Stem Review violates this basic principle. 

’ The tax should increase, in real terms, at the real rate of interest. If expressed in nominal terms 
dovmstream, then it should increase at the nominal rate of interest. 
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Be assured that providing incentives for American business to prepare for a 
carbon scarce future will put them in a good position when it comes time to compete 
in world markets, especially if their competitors in China and India do not follow suit. 
This is why 10 major corporations are on record in support of a U.S. (federal) climate 
policy that has some teeth and is predictable. There is money to be made, but only if 
uncertainty about climate policy is reduced. 


6. Setting the initial tax can be an exercise in determining the appropriate short- 
term incentives for carbon-saving investments and energy conservation rather 
than an exercise in “solving the climate problem”. 

Since no policy created in 2007 will “solve the climate problem”, it is possible 
and even desirable for the Senate to step out from under that burden to confront a 
more manageable problem (while still making progress towards an ultimate solution 
to the climate problem). You are not trying to “Solve the climate problem.” You are 
trying to “Acknowledge and confront the climate problem in 2007 with the best 
information available.” More specifically, your problem is “What do we do now?” 

The answer is to design something for the near-term that will discourage long- 
term investments in energy, transportation, and construction that would lock in high 
carbon intensities for decades to come. Moving decisions in that direction would be 
consistent with long-term programs designed to “solve” the climate problem 
(however our understanding of it evolves) and with the minimization of long-term 
economic costs of the policies. 


The ramifications of concluding that adaptation alone will not be able to 
accommodate unabated climate change should also be understood. For some developing 
countries, and particularly for the least developed countries whose emissions are small, 
the need for mitigation may not be an immediate problem. For other countries like 
China, India, and Brazil where substantial industrial development has already taken 
place, current and anticipated future emissions of greenhouse gas emissions are more 
significant. These countries have historically been reluctant to commit to emissions 
standards, and that was an understandable position in a world where the largest 
contributor to atmospheric contributions sits on the sidelines. In a future where 
significant mitigation policies will be in place, however, ignoring future of vigorous 
climate policy will lead to development plans that are unsustainable - indeed, as 
unsustainable as development plans designed without taking climate risks into account. 
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Appendix - Testimony on the Stern Review 
February 13, 2007 

Senate Committee on Committee on Energy and Natural Resources 


The damage estimates are difficult to understand because they are expressed in 
terms of a “certainty equivalent and equity equivalent annuity” metric that converts 
expected discounted welfare values computed across thousands of possible futures 
into a single number. 

The analysis underlying the computation of this metric is sound, if not 
brilliant; see Mirrlees and Stem (1972) for the details of its development. Its 
application to the climate problem is path-breaking, but it is vulnerable to the sort of 
misinterpretation that will make people roll their eyes and wonder if any of us know 
what we are talking about. The authors of the Review are careful to say that “total 

cost over the next two centuries are equivalent to an average reduction in global 

per capita consumption of at least 5%, now and forever” (my emphasis). When the 
results are reported in the popular press, however, the conditional phrase about 
equivalence is usually deleted, and that is a problem. Readers can react by saying - 
“It’s now, and I don’t see my 5.3% reduction in consumption. Where is it? It’s still 
now! Still not here!” 

Notwithstanding this presentation problem, it is important to note that the 
damage estimates include not only the economic ramifications of climate impacts as 
they play out over time, but also a “risk premium” tied to the current level of 
uncertainty about the future as displayed in the simulation model. It is here that 
aversion to risk and aversion to inequality have an effect on the estimates. 

Weitzman (2007) argues that the Stern estimates undervalue these contributions 
because the tails of the distributions of our understanding of the climate impacts are 
so “thick”; in other words, the representations of uncertainty upon which the 
underlying simulations are conducted do not adequately consider the likelihood of 
extreme consequences. 

The damage estimates have been criticized because they are based on a very 
low discount rate - a rate that virtually guarantees high values. 

Dasgupta (2006), Maddison (2006), Nordhaus (2006), Toi (2006), Tol and 
Yohe (2006), Tol and Yohe (2007), Varian (2006), Yohe (2006) and Yohe and Tol 
(2007) all make this point. Some argue that imposing such a low discount rate on 
investments to mitigate climate change in a world where other investments are 
required to earn higher returns is a prescription for the inefficient allocation of 
resources over time. Others argue that public investments can earn lower than 
market returns if they complement private investment; see for example, Ogura and 
Yohe (1977). Still others, including the Stern Review itself, make an ethical case 
for minimizing the rate at which impacts that vrill be felt by future generations are 
discounted in current policy deliberations. 
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Regardless of how one comes down on this debate, and the choice of a 
discount rate is in the purview of policy-makers, it is important to recognize the 
sensitivity of the damage estimates to that choice. Tol and Yohe (2007) report, on 
the basis of a simply model calibrated to the Stern Review baseline scenario where 
damages create the equivalent of a 5.3% reduction in per capita consumption, that 
lowering the rate further would have very little effect on the estimate whije 
increasing the discount rate to 3% would reduce damages to the equivalent of a 
1 .6% decline in equivalent per capita consumption. 

It should finally be noted that Weitzman (2007) expresses concern that the 
economic profession at large has not yet solved the problem of exactly how to 
discount the distant future when intergenerational transfers of wealth must be 
considered. His point is simple; there is a lot of fundamental work still to be done 
in this regard. 

The damage estimates have also been criticized because they seem to have been 
calibrated to the high end of current understanding of impacts, because they 
sometimes miss the opportunity for adaptation especially in a future where incomes 
will be higher, and because they add estimates of catastrophic damages to a baseline 
that already included estimates of the willingness to pay to avoid such calamity. 

Tol (2006), Tol and Yohe (2006) and Yohe and Tol (2007) have made these 
points, but it is important to note that the range of uncertainty reflected in the 
underlying simulations is not tied entirely to these upper-end estimates. Tol and 
Yohe (2007) confront the “So what?” question that we begged in their earlier 
comments by exploring the implications of simply assuming that the developing 
world’s capacity to adapt will grow toward the current level of the world developed 
countries as their economies grow. The result is a reduction in discounted damages 
of more than 50%. Why so large? Because the small discoxmt rate rewards 
increases in future adaptive capacity as heavily as it punishes future impacts. 

Mitigation costs are estimated in terms of percentage losses in GDP, and so it is 
difficult to compare the costs of policy with its benefits (calibrated in terms of losses 
in equivalent per capita consumption). 

Mendelsohn (2006) has remarked that the mitigation cost estimates are too 
low. Others have noted that they seem to run only through 2050. Tol and Yohe 
(2006) wonder why the conventional 550 ppm concentration target from earlier 
work persists as a policy target when damage estimates are so much higher than 
before. Perhaps most importantly, however, the Review never presents the net 
effect of mitigation in terms of the equivalent per capita consumption metric 
employed to track damages. Tol and Yohe (2007) have attempted to do so for a 
simple model calibrated, again, to support a 5.3% loss absent any intervention. 

They find that achieving a 550 ppm concentration target would reduce damages to 
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2.2%, that a achieving a 650 ppm target would reduce damages to 3.0%, and that 
achieving a 400 ppm target would reduce damages to 0.8%. 



41 


References 

Dasgupta, P. (2006), Comments on the Stern Review 's Economics of Climate Change, 
Department of Economics, Cambridge University 
http:/M'ww.econ.cam.ac.uk/facultv/daseupta/STERN.pdf 

Intergovernmental Panel on Climate Change (IPCC) (2007), Climate Change 2007: 
Impacts, Adaptation and Vulnerability. Contribution of Working Group II to the Fourth 
Assessment Report, in Parry, M.L., Canziani, O.F., Palutikof, J.P., van der Linden, P.J., 
and Hanson, C.E. (eds), Cambridge University Press, Cambridge, UK. 

Maddison, D.J. (2006), Further Comments on the Stern Review, Department of 
Economics, Birmingham University 

http://www.economics.bham.ac.uk/maddison/Stern%20Comments.pdf 

Mendelsohn, R.O. (2006), “A Critique of the Stern Report”, Regulation (Winter 2006- 
2007), 42-46. 

Nordhaus, W.D. (2006), A Review of the Stem Review of the Economics of Climate 
Change”, Journal of Economic Literature 45: 686-702. 

Stem, N., S. Peters, V. Bakhshi, A. Bowen, C. Cameron, S. Catovsky, D. Crane, S. 
Cruickshank, S. Dietz, N. Edmonson, S.-L. Garbett, L. Hamid, G. Hoffman, D. Ingram, 
B. Jones, N. Patmore, H. Radcliffe, R. Sathiyarajah, M. Stock, C. Taylor, T. Vernon, H. 
Wanjie, and D. Zenghelis (2006), Stern Review: The Economics of Climate Change, HM 
Treasury, London. 

Stem, N., S. Peters, V. Bakhshi, A. Bowen, C. Cameron, S. Catovsky, D. Crane, S. 
Cruickshank, S. Dietz, N. Edmonson, S.-L. Garbett, L. Hamid, G. Hoffman, D. Ingram, 
B. Jones, N. Patmore, H. Radcliffe, R. Sathiyarajah, M. Stock, C. Taylor, T. Vernon, H. 
Wanjie, and D. Zenghelis (2006), Postscript, HM Treasury, London. 

Tol, R.S.J. (2006), “The Stem Review of the Economics of Climate Change: A 
Comment”, Energy & Environment, 17, (6), 977-981. 

Tol, R.S.J. and G.W. Yohe (2006), “A Review of the Stern Review", World Economy 7: 
233-250, 2006. 

Varian, H.R. (2006), “Recalculating the Costs of Global Climate Change”, New York 
Times, December 14, http://www.nvtimes.com/2006/12/14/business/14scene.html . 

Weitzman, M. (2007), “A Review of the Stem Review of the Economics of Climate 
Change”, Journal of Economic Literature 45: 703-724. 

Yohe, G.W. (2006), “Some thoughts on the damage estimates presented in the Stern 
Review - An editorial”, Integrated Assessment Journal 6: 65-72. 

Yohe, G.W., Schlesinger, M.E., and Andronova, N. (2004), “To Hedge or Not Against an 
Uncertain Climate Future”, Science 306; 416-417. 

Yohe, G.W. and R.S.J. Tol (2007), “The Stem Review: Implications for Climate 
Change”, Environment, forthcoming in March of 2007. 



42 

Figure 1: Stabilization levels and probability ranges for temperature increases. Source: 
Figure 2 from Stem, et al. (2006). 
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Table 1: Sectoral Risks from Climate Change; Source: IPCC (2007) 
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Table 2: Regional Risks from Climate Change; Source: IPCC (2007) 
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Good afternoon Chairman Reed, Ranking Member Allard, and members of the 
Committee. My name is Jeff Smith, and I am the partner-in-charge of the environmental 
law practice at Cravath, Swaine & Moore LLP. I am also the past Chairman of the 
Committee on Environmental Disclosure of the American Bar Association’s Section on 
Environment, Energy and Resources. Although much of the experience I have gleaned, 
and that 1 hope will be of use to this Committee, comes from those affiliations, I am 
speaking this afternoon as an individual lawyer who has approximately 27 years of 
experience with environmental issues in business transactions, and not on behalf of my 
firm or any of its clients, or on behalf of the ABA. 1 am honored by the invitation to 
appear today to present my views on climate change disclosure, and I commend the 
Subcommittee for holding a timely hearing on this important subject, 

1. Introduction 

The potential environmental, social and political impacts of global climate change 
are, in many respects, unprecedented. It is already clear that adaptation to climate change 
will have major implications for the world-wide economy. In addition, the consequences 
of any sudden, severe events or dramatic shifts in world ecosystems could create 
economic upheaval, particularly in markets in which risk is concentrated. 
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Macroeconomic surveys using sophisticated modeling techniques, such as the 
recent University of Maryland study on the Hidden Costs of Climate Change’ and the 
Stem Review^, have forecast significant economic costs resulting from climate change in 
the United States and worldwide. Government-sponsored surveys on climate change 
science by such organizations as the U.S. Climate Change Science Program now predict 
with certainty that there will be long-term physical changes to the environment with 
potentially far-reaching consequences. The recent InterAcademy Council report^ which 
develops a framework for a transition to sustainable energy, is an example of the rapidly 
developing thought on how human economic behavior might adapt. 

On the regulatory front, the Kyoto Protocol to the United Nations Framework 
Convention on Climate Change, established in 1997 and entered into force in 2005, sets 
binding greenhouse gas (GHG) emission limits for the 175 developed countries that 
signed it. The European Union Trading Scheme (EU/ETS) has established the world’s 
largest GHG emission trading system, with over 1 1,000 participating industrial entities.'* 


' See Matthias Ruth et al.. The US Economic Impacts of Climate Change and the 
Costs of Inaction, A Review and Assessment by the Center for Integrative Environmental 
Research (CIER) at the University of Maryland (October 2007). 

^ Nicholas Stem, Stern Review on the Economics of Climate Change (Cambridge 
University Press, 2006). 

^ InterAcademy Council, Lighting the Way: Toward a Sustainable Energy Future 
(October 2007), available at http://wvvw.interacademycouncil.net/?id= 12039. 

'* Donald M. Goldberg and Angela Delfino, The Impact of the Kyoto Protocol on 
U.S. Business, in Global Climate Change and U.S. Law 1 04 (Michael B. Gerrard ed., 
2007). 
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In the U.S., regional GHG regulatory initiatives involving multiple states^ have emerged 
in the absence of federal legislation controlling GHG emissions.® Even without federal 
legislation, much of the U.S. economy seems likely to be affected by a GHG emission 
regulatory regime. Profound and long-lasting consequences for the economy seem 
almost certain, although careful and timely planning can spread the costs over affected 
sectors and over time. 

11. Disclosure Background and Recent Developments 

In many respects, the response of investors and the marketplace to these 
developments and to the prospects of further profound changes in the regulatory and 
economic landscapes has been both predictable and understandable: Give us information 
so that we can assess and price the risks and opportunities. 


As a result, in the past five years alone, there have been over 50 white papers on 
climate change-related topics published by major investment banks, addressing issues 
such as the implications of climate change for investors and new business opportunities 
arising from the physical effects of rising temperatures.’ More than a dozen studies 


® Eleanor Stein, Regional Initiatives to Reduce Greenhouse Gas Emissions, in 
Global Climate Change and U.S. Law 315-316 (Michael B. Geirard ed., 2007). 

® These initiatives include the Regional Greenhouse Gas Initiative, the New England 
Govemors/Eastern Canadian Premiers’ Climate Action Plan, Powering the Plains, the 
Western Governors’ Association Clean and Diversified Energy Initiative, the West Coast 
Governors Global Warming Initiative (West Coast Governors Global Warming Initiative 
does not include Canada/U.S. compacts), and the Southwest Climate Change Initiative. 

’ See, e.g., John Llewellyn, Lehman Brothers, The Business of Climate Change: 
Challenges and Opportunities (February 2007); Edward M. Kerschner & Michael 
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commissioned by various non-govemmental organizations (NGOs) over this same period 
have examined the limitations of business reporting under existing rules. Other NGO 
reports have compared disclosure of climate risk in SEC filings under both the Securities 
Act of 1933 (the ‘33 Act)® and the Securities Exchange Act of 1934 (the ‘34 Act)^ 
including recent industry-specific analyses for the insurance and petrochemical 
industries, as well as energy-related businesses likely to be most immediately affected by 
climate change. 


Voluntary climate change disclosure also has increased dramatically in volume, 
depth, detail and sophistication over the past five years. Organizations such as the Global 
Reporting Initiative and Carbon Disclosure Project have issued guidelines for 
corporations seeking to disclose climate change-related information voluntarily.’® A 
coalition of investors, including Ceres, has issued a Global Framework for Climate Risk 
Disclosure." It is not an exaggeration to say that the climate change disclosure market 


Geraghty, Citigroup, Climate Consequences: Investment Implications of a Changing 
Climate (January 19, 2007); Mark Fulton, Deutshe Bank, Investing in Climate Change: 
An Asset Management Perspective (October 2007). 

* 15 U.S.C. § 77a et seq. 

® 15 U.S.C. § 78a et seq. 

See, e.g., Global Reporting Initiative, Sustainability Reporting Guidelines, 2006 
(describing G3 reporting guidelines), available at 

http://www.globalreporting.org/ReportingFramework/G3Guidelines/; Carbon Disclosure 
Project, CDP5 Letter and Questionnaire, February 1, 2007, available at 
http://www.cdproject.net/questionnaire.asp. 

' ' See Global Framework for Climate Risk Disclosure, A statement of investor 
expectations for comprehensive corporate disclosure, October 2006, available at 
http://www.ceres.org/pub/docs/Framework.pdf. 
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has largely been privatized, and that most of the best and most thorough reporting on 
climate change to date has been done outside the mandates of ‘33 Act and ‘34 Act 
disclosure, and through frameworks that the SEC did not participate in creating. 

Many aspects of these developments are positive, and have resulted in a 
significant transfer of information to the marketplace. It would be a mistake, however, to 
believe that this voluntary activity, no matter how sophisticated and well-intentioned, 
could become a permanent substitute for mandatory reporting. Because there is no 
agreed-upon format or objective for these reports, notwithstanding the effort with which 
they are compiled and verified, they do not create ready basis for comparison among and 
between themselves, or an accessible measurement against a recognized benchmark 
vetted through well-recognized channels under well-established principles. 

To date, there has been no formal, specific clarification from the SEC as to how 
traditional disclosure standards should be applied to climate change. This has created 
two issues; (1) a wide variation in the depth, quality and format of formal SEC reporting 
on client change; and (2) and an unprecedented divergence between the scope and quality 
of mandatory reports on the one hand and voluntary reports on the other. 

Some investor groups have framed the marketplace’s demand for climate change 
information as a dilemma pitting big investors against little investors, implying that 
information is being hidden from those without the resources or acumen to find it. I 
disagree. Most big investors, such as mutual funds and public pension funds, are an 
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agglomeration of little investors, and their trustees are operating at the highest levels of 
market sophistication and under well-established fiduciary restraints. The real issues are 
two-fold: (1) the integrity and scope of climate change information in the marketplace as 
a whole; and (2) how, whether and when that flow of information is going to be 
standardized, modulated and/or regulated in a manner that allows an assessment of each 
market participant for which the issue is materia! and meaningful comparisons among all 
competing market participants. 

111. Environmental Disclosure 

There are well-established and useful regulations in place under long-standing 
SEC protocols for reports to investors required by the ‘33 Act and the ‘34 Act. Over the 
past 30 years, it has been demonstrated that these requirements are broad and adaptable 
enough to have mandated significant disclosure in response to a wide array of 
environmental challenges and regulatory developments, ranging from the passage of 
Superfund in 1980, to the extensive revisions of the Clean Air Act in 1990, to the EPA’s 
complex multi-media regulation of specific industries, such as the co-called “cluster 
rules” for the pulp and paper sector in the late 1990s. 

We have arrived at a time, however, in which the application of these 
requirements to climate change is uncertain in light of the unprecedented scope and speed 
of change, and the market’s appetite for information. SEC attention to climate change 
disclosure would accomplish three significant objectives: 

(1) To reassert the SEC’s preeminence in the information marketplace and reestablish 

its gatekeeper role for climate disclosure. 
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(2) To allow the information marketplace to develop a normative body of disclosure 
in controlled circumstances. 

(3) To establish a set of disclosure expectations that will meet what will doubtlessly 
continue to be both rapid and profound changes in market needs. 

There are pitfalls to be avoided on both sides. On the one hand, the comparative 
paucity of some aspects of ‘33 Act and ‘34 Act disclosure to date is increasingly 
disquieting to the marketplace, which is hearing from multiple sources that major 
changes are inevitable. On the other hand, there are many elements of climate change 
that remain unknown and fundamentally unknowable. Prematurely releasing information 
labeled as data and compelling disclosure that is little more than informed speculation 
merely to fill a perceived void in the marketplace or to placate an investor group will be 
counterproductive to the market in general, to individual companies, and ultimately to 
investors. 

Against the backdrop of this dynamic activity, the remaining sections set forth an 
overview of existing environmental disclosure requirements; several applications of these 
requirements to the risks and opportunities posed by climate change; and two examples 
of how the SEC has addressed similar marketplace stresses in the past. 

IV. The Mandate of Regulation S-K*^ 

The specific framework of current disclosure requirements can be summarized 

briefly. 


17C.F.RPart229(2005). 
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Item 101 — Costs of Compliance 

Under Item 1 01 of Regulation S-K, a company must disclose any materia! effects 
that costs of environmental compliance may have on its earnings, capital expenditures 
and competitive position.’^ Item !01(c)(xii) requires the disclosure of contingent effects, 
as well as those which are known or certain, including material expenditures for 
environmental control facilities for the remainder of the current reporting year and the 
succeeding year, as well as for any further periods as the registrant deems material.''* It is 
noteworthy that this requirement compels the issuer to make whatever disclosure about 
the future is necessary to make the disclosure about current plans not misleading. For 
industries such as coal-burning utilities, cement or aluminum smelters, which might have 
material capital obligations under some, but not all, pending climate change regulatory 
scenarios, Item 10! requires ongoing attention both to technical and legislative 
developments and the disclosure of material contingent capital plans. Common sense and 
self interest also dictate that a public company not surprise the marketplace with news of 
a material capital expenditure that had, in fact, been developed as a contingency plan for 
several years. Note that the filter of materiality appears throughout these requirements. 
This is an equally well-established, albeit flexible, benchmark, which will be discussed 
briefly in the following section. It screens out the trivial and focuses investor attention on 


See Securities Act Release No. 5569, Exchange Act Release No. 1 1236, 40 Fed. 
Reg. 7013 (Feb. 18, 1975); see also SEC Staff Accounting Bulletin Release No. 92, 58 
Fed. Reg. 32,843, 32,843 (June 14, 1993). 

17C.F.R. §229.101 (2005). 
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important issues. It also focuses management’s attention on matters that will really make 
a difference. 

The SEC has made it clear that “to the extent any foreign environmental 
provisions may have a material impact upon the company’s financial condition or 
business, such matters should be disclosed.”’* Thus, a multinational company with 
facilities in both the U.S. and Europe is currently required to determine whether 
disclosure is required under Item 101 concerning capital expenditures undertaken as an 
alternative to purchasing credits in the EU/ETS. If regional rather than national 
regulatory regimes remain the dominant source of GHG emission reduction mandates in 
the U.S., a reporting company will likely reach differing conclusions concerning the 
economics of such capital expenditure on a region-by-region basis within the U. S. 

Item 103 — Disclosure of Legal Proceedings 

Under Item 103, a company must disclose material pending legal proceedings to 
which it is a party or to which its property is subject, including proceedings “known to be 
contemplated” by governmental authorities.'* An administrative or Judicial proceeding 
arising under environmental law must be disclosed if (A) it is material to a company ’s 
business or financial condition; (B) it includes a claim for damages or costs in excess of 
10 percent of current consolidated assets; or (C) a governmental authority is a party to the 
proceeding, or is known to be contemplating such proceedings, unless any sanctions are 

'* 1973 WL 1 1973 (S.E.C. No- Action Letter) (interpreting precursor to Item 
I01(c){xii)). 

’* 17 C.F.R. §229.103 
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reasonably expected to be less than $100,000'^. While this amount is clearly not material 
for many reporting companies, this threshold reflects the SEC’s long-held view that 
environmental performance is significant enough to investors to merit close scrutiny.'* 

Although Item 103 does not specifically require a company to predict the effects 
of litigation, it has become increasingly eommon to disclose whether management 
believes that the results of environmental litigation will be material. In addition, 
aggregation of sanctions is required for purposes of Instructions 5 (A) and (B) in 
proceedings “which present in large degree the same issues”.'® 

The climate change litigation docket is increasingly active, and the vast majority 
of cases are of relatively recent vintage. Most of the significant pending cases can be 
grouped into one of four categories. The first category is represented by Massachusetts v. 
EPA ?° and consists of governmental (or other) plaintiffs suing to compel EPA (or other 
regulatory agencies) to act. In the second group of cases, typified by a matter in the U. S. 
District of Court for the Eastern District of California, Central Valiev Chrvsler-Jeep v. 
Witherspoon. ^' plaintiffs are challenging regulations that have been adapted or 

” 17 C.F.R. § 229.103 (Instruction No. 5) 

'* See Cynthia A. Williams, The Securities and Exchange Commission and 
Corporate Social Transparency, 1 12 Harv. L.Rev. 1246 (1999). 

17 C.F.R. § 229.103 (Instruction No. 5) 

Massachusetts v. EPA, 549 U.S. 1438 (2007) 

Central Valley Chrysler-Jeep Inc. v. Witherspoon, No. CVF-04-6663 (E.D. Cal 
2005); In Witherspoon, an association of car dealerships, acting in concert with the 
automobile industry, are challenging the so-called Pavley Amendment, which requires 
the California Air Resources Board to regulate GHG emissions from motor vehicles, on 
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authorized.^^ The second group of cases also involves governmental plaintiffs seeking 
relief other than action by a regulator. The defendants in these cases are private entities, 
typically industry representatives of major GHG emitting businesses, such as p)ower 
generators or automobile manufactures. Typical of this group of cases is Connecticut v. 
American Electric Power Company fAEPI .^^ which was dismissed by the District Court 
of the Southern District of New York in September 2006 and is currently on appeal to 
Second Circuit Court of Appeals. The theory of liability is public nuisance, and plaintiffs 
are seeking a commitment by defendants to reduce their GHG emissions by a certain 
percentage over a stated period of time. In a similar vein, but seeking different relief, is 
California v. General Motors ^'* in which, like the plaintiffs in Connecticut v. AEP . the 
Attorney General of California (on behalf of the people of California), attempted to use a 
theory of public nuisance against one of several sources of GHG emissions. Unlike the 
Connecticut v. AEP case, the California Attorney General sought monetary compensation 
for the costs of the harms already caused and yet to be caused by global warming 
allegedly attributable to the defendant’s products - tailpipe GHG emissions.^’ 

In the third category of cases, private plaintiffs, usually advocacy groups, are 
suing either private defendants or governmental agencies to compel them to take climate 

the grounds that any such regulation is preempted by the comprehensive federal 
legislative and regulatory scheme enacted under the Clean Air Act. 

2006 WL 2734359 (E.D, Cal. 2006). 

406 F. Supp. 2d 265 (S.D. N.Y. 2005). 

No. C 06-5755 (N.D. Cal. 2006). 

The case was dismissed by the District Court on September 15, 2007. 
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change into account when they are considering environmental permitting decisions. For 
example, in Northwest Environmental Defense Center v. Owens Corning. ^^ an 
environmental advocacy group was granted standing by the District Court in Oregon in 
part on the basis of harms its members allegedly would suffer from global warming as the 
result of defendant’s failure to obtain a so-called prevention of significant deterioration 
(PSD) permit under the CAA for alterations to its plant. Finally, there is a fourth group 
of cases, spurred in part by Hunicane Katrina, which pit private plaintiffs against a 
widening circle of private defendants and, by implication, their insurance carriers. In 
Comer v. Mumhv Oil .^^ for example, private citizens who suffered damage to their 
homes sued a group of oil companies for their contribution to global warming and thus, 
by extension, the intensity of Hurricane Katrina. These cases look like traditional mass 
toxic tort suits, but their outcomes will turn on issues of proof inextricably linked to the 
science of climate change.^® To date, none of these matters has sought relief that involve 
payments that have traditionally been classified as “sanctions” under SEC guidance.^^ 

Each of these types of proceedings has obvious implications for other significant 
GHG emitters should they, or similar causes of action, prove successful. These cases 

“ 434 F. Supp 957 (D. Or. 2006). 

Comer v. Murphy Oil, 2006 WL 1066645 (S.D. Miss. 2006). 

Comer was dismissed in September 2007 for failure to state a claim on which 
relief could be granted. 

The SEC has explicitly stated that cleanup costs under CERCLA are not 
“sanctions” for the purposes of Instruction 5(C) to Item 103. Thomas A. Cole, SEC No- 
Action Letter (Jan. 17, 1989), [1989 Transfer Binder] Fed. Sec. L. Rep. (CCH) para. 
78,962, at 78,815. 

13 
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also may have indirect effects on non-defendant companies, both in terms of costs and 
disclosure obligations, as the threat of legal or regulatory consequences becomes real or 
more foreseeable. It is widely recognized that precedent established by other parties may 
be controlling on an issuer. The scope of Item 103 is comparatively clear. As a result, 
disclosure of climate change litigation, both by the parties involved and by those 
potentially affected by the outcomes, has been the most robust and detailed of all SEC- 
mandated climate disclosure to date.^° 


See, e.g., American Electric Power Co., Inc. Annual Report, Form 10-K, for the 
Fiscal Year ended December 31, 2006 (“In July 2004 attorneys general of eight states and 
others sued [various] utilities alleging that carbon dioxide emissions from power 
generating facilities constitute a public nuisance under federal common law. The suits 
were dismissed by the trial court, and plaintiffs have appealed the dismissal. While we 
believe the claims are without merit, the costs associated with reducing carbon dioxide 
emissions could harm our business and our results of operations and financial position.”); 
and Southern Company Annual Report, Form 10-K, for the Fiscal Year ended December 
31, 2006 (“In July 2004, attorneys general from eight states, each outside of [our] service 
territory, and the corporation counsel for New York City filed a complaint in the U.S. 
District Court for the Southern District of New York. A nearly identical complaint was 
filed by three environmental groups in the same court. The complaints allege that the 
companies’ emissions of carbon dioxide, a greenhouse gas, contribute to global warming, 
which the plaintiffs assert is a public nuisance. Under common law public and private 
nuisance theories, the plaintiffs seek a judicial order (1) holding each defendant jointly 
and severally liable for creating, contributing to, and/or maintaining global warming and 
(2) requiring each of the defendants to cap its emissions of carbon dioxide and then 
reduce those emissions by a specified percentage each year for at least a decade. 

Plaintiffs have not, however, requested that damages be awarded in connection with their 
claims. [We] believe these claims are without merit and note that the complaint cites no 
statutory or regulatory basis for the claims. In September 2005, the U.S. District Court 
for the Southern District ofNew York granted ...the defendants’ motion to dismiss these 
cases. The plaintiffs filed an appeal to the U.S. Court of Appeals for the Second Circuit 
on October 1 9, 2005. The ultimate outcome of these matters cannot be determined at this 
time.”) 
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Item 303 — Management Discussion and Analysis (MD&A) 

To supplement the mandates of Items 101 and 103, the SEC casts a broader, more 
subjective net, through its requirements for MD&A disclosure under Item 303.^' The 
SEC views MD&A disclosure as an opportunity to give investors “a look at the company 
through the eyes of management.”’^ In practice, this exercise generally requires the 
company to disclose “currently known trends, events, and uncertainties that are 
reasonably expected to have material effects.”” 

Item 303 has been interpreted to require two distinct inquiries. First, management 
must determine whether an uncertainty is reasonably likely to occur.’"* Unless 
management can conclude that the event is not reasonably likely to occur, management 
must assume that it will occur.” Second, the trend or event must be disclosed, unless 
management can determine that its occurrence is not reasonably likely to have a material 
effect on the company.’** Disclosure is optional when management is merely anticipating 


■*' 17 C.F.R. §229.303 (2005). 

” Richard Y. Roberts, Update on Environmental Disclosure, Address at the 
Colorado Bar Ass’n (Sept. 28, 1991). 

” Concept Release on Management’s Discussion and Analysis of Financial 
Condition and Operations, Exch. Act Release No. 6211, 52 Fed. Reg. 13,715, 13,717 
(Apr. 26, 1987). 

” Sec. Act Release No. 6835, 54 Fed. Reg. 22, 427, 22,430 (May 4, 1989). 

See Management Discussion and Analysis of Financial Condition and Results of 
Operations: Certain Investment Company Disclosures, Securities Act Release No. 6835, 
54 Fed, Reg. 22,427, at 22,430 (May 24, 1989). 
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“a future trend or event, or anticipating a less predictable impact of a known trend, event 
or uncertainty.”^’ 

To attempt to capture this balance, Item 303 requires the disclosure of “known 
uncertainties,”’* that is, knowable possibilities that are less than trends but that could 
result in material consequences. The SEC has also required disclosure of trends that are 
“currently known” and “reasonably expected to have material effects.”’’ The 
predictability of the event at issue has as much significance for disclosure purposes as the 
size of its potential consequences. 

The instructions to Item 303 state that the information provided in the MD&A 
“need only include that which is available to the registrant without undue effort or 
expense and which does not clearly appear in the registrant’s financial statements.”'*’’ The 
SEC requires registrants to state “the amount, or describe the nature or extent of the 
potential liabilities” in their disclosure and that, even when an exact calculation of 

” See Id. The SEC has expressly rejected as “inapposite to Item 303 disclosure” the 
probability/magnitude balancing test for disclosure of contingent events set forth by the 
Supreme Court in Basic v. Levinson . See Sec. Act Release No. 6835, 54 Fed. Reg. 
22,427, at 22,430 n.27. In other words, it is not proper or necessary to disclose the 
remote possibility of a catastrophic event. 

17 C.F.R. § 229.303(a){l) (2005). 

” Sec. Act Release No. 6711, Fed. Sec. L. Rep. (CCH) H 84,1 18, at 88,624 (Apr. 20, 
1987). 

'’® 17 C.F.R. § 229.303 (2005) (Instruction 2); see also Sec. Act Release No. 6835, 

54 Fed. Reg. 22,427, at 22,430 (stating that MD&A requires quantification of potential 
liability “to the extent reasonably practicable”). 

“*' In re Occidental Petroleum, 57 S.E.C. Docket 330, 571 (July 2, 1980) (discussing 
precursor to Item 303). 
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potential liability is not possible, the effects of such liability should be “quantified to the 
extent reasonably practicable.”^^ 

For disclosure purposes, climate change is now ripening from being an 
“uncertainty” or a “trend” to being an “event.” Five years ago, a fair reading of Item 303 
might have justified silence on climate change on the part of most public companies, for 
several reasons. The scientific view, while rapidly coalescing, was far from certain and 
was being publicly dismissed as speculative.'*^ The Kyoto Protocol had not been ratified. 
There was no established GHG emission trading marketplace. As a consequence, the 
effects on production, demand for products, risks to physical assets, requirements for 
capital expenditure, and other traditional business metrics were unquantifiable, 
irrespective of the level of effort on the part of management. In fact, any disclosure 
involving the “math” of climate change arguably would have been misleading, in that it 
would have created an illusion of precision. 

Today, while there are still significant uncertainties regarding future federal 
regulation in the U.S., a reasonably broad-based consensus for federal action, involving 
either a eap-and-trade program or a carbon tax, is forming. Several GHG emission 
trading marketplaces have been established. There are numerous developing regional and 
local regulatory mandates for GHG emission reductions. Several individual states 


Sec. Act Release No. 6835, 54 Fed. Reg. 22,427, 22,430 (May 24, 1989). 

See James Glanz, The Nation: Blue Sky; Sure, It 's Rocket Science, but Who Needs 
Scientists?,lS.Y. TIMES, June 7, 2001, at DI (quoting various administration sources as 
“dismissive” of climate change science). 
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already have proposed implementing regulations for regional GHG emission compacts.'*'' 
The Supreme Court has determined that the EPA has the authority to regulate tailpipe 
carbon dioxide emissions as a pollutant under the Clean Air Act. California is seeking a 
federal waiver which would allow it to regulate tailpipe GHG emissions. Thirteen other 
states have adopted California’s regulations. 

Silence on climate change by any publicly-traded company for which stringent 
regulation or unfavorable economic trade-offs could translate into material economic or 
strategic consequences is no longer supportable under Item 303. At the same time, 
however, many reporting companies are still far enough removed from any of the 
immediate consequences of climate change justifiably to remain silent, because the forces 
that will shape any definable, material economic effects of GHG emissions on their 
customers are too still abstract or uncertain, and their application to the issuer’s business 
is unclear. Compelling such companies to disclose would serve no useful purpose in the 
market and could undermine the integrity of mandated data and material market 
developments. 


For example, on October 24, 2007, New York Governor Eliot Spitzer announced 
regulations to cut GHG emissions from power plants and establish a first dollar emission 
credit auction as part of the RGGl. See Editorial, Listen to the States, N.Y. TIMES 
(October 27, 2007). 
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For a summary of the way these elements of Reg S-K might work ideally in the 
climate change arena, a snapshot comparison with the four basic requirements of the 
Global Framework for Climate Risk Disclosure"** is instructive. 

1. Emissions disclosure. Except for a few GHG intensive industries, a 
company’s actual ’‘carbon footprint” would be immaterial under Reg S-K. Large 
volumes of emissions data are highly unlikely to be useful to investors or markets, 

2. Assessment of Physical Risks of Climate Change. Again, except for a 
company extraordinarily ill-positioned - for example, with a material gas pipeline subject 
to proven and ongoing subsidence of the Arctic permafrost - this disclosure would either 
be immaterial or premature, or both. 

3. Strategic Analysis of Climate Risk. For an increasing number of 
companies, the material trends and uncertainties examined in this analysis should be part 
of MD&A disclosure under Item 303 of Reg S-K. In addition, as described in 
Section VII below, it also may be material to discuss the degree of preparedness of 
companies in a sector that may become highly regulated. 

4. Analysis of Regulatory Risks. This is currently mainstream disclosure 
required under Item 101 and 103. 


"** See Global Framework for Climate Risk Disclosure, A statement of investor 
expectations for comprehensive corporate disclosure, October 2006, available at 
http://www,ceres.org/pub/docs/Framework.pdf. 


l[NVCORP:30J68J5v8:4300E:10/30/07-02:37.J] 


19 



64 


It is worthy of note that the crucial concept of materiality appears throughout 
Regulation S-K and is, of course, the cornerstone of Section lOb-5 of the ‘33 Act, which 
prohibits material misstatements or omissions of material information by public 
companies.'*^ The Supreme Court has held that a matter is material if a reasonable 
investor would view it as significantly altering the “total mix” of information made 
available to an investor.”*’ SEC Staff Accounting Bulletin No. 99 states that “a matter is 
‘material’ if there is a substantial likelihood that a reasonable person would consider it 
important.” There is no bright line test of materiality. The SEC has warned against 
numerical formulas or rule-of-thumb percentages.'** Both qualitative and quantitative 
factors must be used. 

V. Accounting Standards 

Regulation S-K provides the parameters of what is to be included in financial 
statements, but does not dictate how specific items are to be accounted for and 
disclosed.”*’ The standards governing such financial matters are established by the 
accounting profession. The Financial Account Standards Board’s (FASB) principles 
governing the disclosure of contingent risk, FAS No, 5, “Accounting for 


”** 17 C.F.R 240.1 Ob-5 

”*’ TSC Industries Inc. v. Northway, Inc. 426 U.S. 438, 448 (1976). 

”** Securities of Exchange Commission, Materiality, SEC Staff Accounting Bulletin 
Release No. 99 (August 12, 1999). 

”*’ Mark A. Stach, Disclosing Environmental Liabilities Under Securities Law 7-2 
(1997). 
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Contingencies,”^® is the most frequently invoked, even though it addresses risks far 
broader than environmental ones, because most environmental issues pass through a stage 
in which the financial outcome is contingent on a number of technical and legal factors. 
FAS 5 mandates that a loss contingency be accrued by a charge to income, and that the 
nature of the contingency be described in a footnote to the financial statement, if it is 
probable that a loss has been incurred and the amount of the loss can be reasonably 
estimated .^* If a loss contingency is only reasonably possible, or if the loss is probable 
but the amount cannot be reasonably estimated, then the company is not required to 
accrue for it, but its nature must be disclosed in a footnote.*^ 

In the past, the SEC has used a variety of techniques and guidance to clarify 
specific expectations under the broad construct of existing financial disclosure principles. 
For example. Staff Accounting Bulletin No. 92 (SAB 92), clarified certain accounting 
and disclosure issues for contingent environmental liabilities.^^ Broadly speaking, 

SAB 92 was intended to “elicit more meaningful information concerning environmental 


Financial Accounting Standards Board, Statement of Financial Accounting 
Standards No. 5, Accounting for Loss Contingencies {fA&rch 1975). 

Id. at § 8. 

Id. at § 10. See also Jonathan S. Klavens, Environmental Disclosure Under SEC 
and Accounting Requirements: Basic Requirements, Pitfalls, and Practical Tips, 
available at http://www.abanet.org/environ/committees/counsel/ 
newsletter/augOO/kla.html (August 2000). 

SEC Release Staff Accounting Bulletin Release No. 92, 58 Fed. Reg. 32,843, 
32,843 (June 14, 1993); Richard Y. Roberts, SEC Commissioner, SAB 92 and the SEC’s 
Environmental Liability Disclosure Regulatory Approach, address delivered at the 
University of Maryland School of Law, at 3 (April 8, 1994). 
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matters in filings” than had been made available to the marketplace.^'* The measurement 
of a liability must be based on “currently available facts, existing technology and 
presently enacted laws and regulations and should take into consideration the likely 
effects of inflation and other societal and economic factors.”*^ Although “significant 
uncertainties” may exist, SAB 92 made it clear that “management may not delay 
recognition of a contingent liability until only a single amount can be reasonably 
estimated.”^*’ When that amount falls within a range of reasonable likely outcomes, the 
registrant should recognize the minimum amount of the range.” 

At a practical level, however, many complexities arise in determining whether an 
event is probable and the liability is estimable. For example, under the EU/ETS, there is 
no question of probability of emission regulation, and the price of a ton of GHG 
emissions has been established by the market. As a result, we are starting to see financial 
disclosure which quantifies GHG emission risk in these markets.^* In the U.S., however, 

Richard Y. Roberts, SEC Commissioner, SAB 92 and the SEC’s Environmental 
Liability Disclosure Regulatory Approach, address delivered at the University of 
Maryland School of Law, at 5 (April 8, 1994). 

SEC Staff Accounting Bulletin Release No. 92, 58 Fed. Reg. 32,843, 32,843 (June 
14, 1993), at 32844. 

Id. at 32844. 

” Id. at 32845. 

See Sappi LTD Annual Report, Form 20-F, for the Fiscal Year Ended December 
31,2005, at 38: 

The countries within which we operate in Europe are all signatories of the Kyoto 
Protocol and we have developed a GHG strategy in line with this protocol. Our 
European mills have been set C02 emission limits of the allocation period 2005 to 
2007. Based upon in depth analysis of our mill production by a Sappi Fine Paper 
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neither the regulatory regime nor the cost of emission or compliance has been 
established, so there is currently no financial statement disclosure driven by climate 
change. Although that absence is increasingly unsettling to the markets, it is unavoidable 
in the short term. 

Furthermore, whether a contingent loss, such as a need to install pollution control 
equipment at substantial cost in response to pending regulatory requirements, is probable 
and estimable, will vary by industry, company, plant and jurisdiction. How the SEC’s 
requirements are to be applied in each case is a question to which the answers will 
continue to change rapidly, particularly in industrial sectors with significant GHG 
emission profiles. The inherent limitations of determining probability and estimability, 
however, coupled with the complexity of the questions surrounding climate change, have 
already resulted in a wide variety of disclosure decisions. In most instances, this variety 
is justified, and should (and will) continue. 

VI. The Marketplace is Demanding Information 

Against the backdrop of these long-standing disclosure principles, the 
marketplace is looking for information and data to help it solve a four dimensional 
equation in which there are multiple variables. This uncertainty has created a level of 


Europe task force it is unlikely that Sappi will exceed their C02 emission limits. 
Consequently in July 2005 Sappi Fine Paper Europe sold 90,000 surplus C02 credits 
to the value of $2.5 million (euro 2.0 million) on the European Climate Exchange. 
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investor involvement, interest and insistence which is unprecedented in my experience. 
The passage of Superfund is the second place event, but it is a distant second. 

Among the questions for which the marketplace is seeking analysis and answers 
are the following: 

What will be the outcome of federal legislative initiatives and the regulations that the 
Supreme Court ruled that EPA has the authority to issue, and what will the relationship 
of these outcomes be to local, slate and regional legislative efforts? 

The current regulatory landscape is balkanized, yet very active, running the gamut 
from compulsory programs, to strictly voluntary information disclosure, to financial 
incentives, to information sharing, to cap-and-trade initiatives.^’ This has multiplied the 
usual uncertainties that arise in a time of major regulatory shifts. 

To what extent will the courts act to compel federal regulation, ratify state initiatives or 
to create new and independent avenues of liability? 

As discussed above, the climate change litigation docket is rapidly expanding. It 
is clear that it has already had a forcing effect on legislation and regulation. While 
lawsuits based on public nuisance theories have thus far been dismissed as posing 
nonjusticiable political questions, that outcome may vary across states and federal 
districts, and additional theories of liability may emerge. Cases seeking monetary 


® For example, California, Hawaii and New Jersey have set mandatory, economy- 
wide caps on greenhouse gas emissions, while ten other states have formed the Regional 
Greenhouse Gas Initiative (RGGI), a mandatory cap-and-trade program to reduce carbon 
dioxide emissions from power plants; see Petition for Interpretive Guidance on Climate 
Risk Disclosure, SEC File No. 4-547 (September 18, 2007) [hereinafter Ceres Petition]. 
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damages present difficult questions of causation and other potential pitfalls for plaintiffs, 
yet may expose entire industries or broad sectors of the economy to liability 

Which sectors are going to bear greatest cost and risk of climate change, directly and 
indirectly? How will these risks be spread over time? To what extent will costs be 
recoverable from customers or rate payers? 

These are, of course, the Holy Grail issues for investors. The uncertainty of the 
national regulatory picture and the still undermined role of the developing economies in 
GHG emission reduction, means that there are no readily available answers. Because 
there already have been some discernible shifts in consumer markets, however, such as 
the popularity of the Toyota Prius or the willingness of some utility customers to pay a 
green premium for wind power, investors continue to scour the landscape for clues, and 
are seeking whatever information management is willing or compelled share. 

Where are the opportunities embedded in climate change? For example, who will be the 
technology winners in the alternative energy markets or in emerging technologies to 
enhance energy efficiency? 

As climate change affects the regulatory and physical environment, new business 
opportunities will arise. State and regional regulation already has jump-started markets 
for alternative energy and carbon emissions credits. Investors are always interested in 


Shareholder litigation against officers and directors who fail to respond to climate 
change also may be on the horizon. Expectations flowing from the board’s duty of 
care — including its obligations to inquire, to be informed and to employ adequate internal 
monitoring mechanisms — may create new consequences for boards and modify the 
standards by which their conduct is Judged. See Jeffrey A. Smith and Matthew Morreale, 
Boardroom Climate Change, New York Law Journal, vol. 238., no. 1 0, July 16, 2007. 
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determining which companies are best situated to capitalize on climate change 
opportunities. 

What are the likely business consequences for non-industrial, sectors such as the 
insurance and financial industries, and how can companies that are well-situated to 
address these challenges be differentiated Jrom those that are not? 

The insurance sector, because of its longer-term financial horizons and its 
exposure to the consequences of climate change through property and casualty coverage 
lines, life insurance and direct ownership of physical assets, was among the first sectors 
to call attention to climate change as a business phenomenon.*' The market wants 
information to allow it to separate the well-positioned from the vulnerable. 

How will these risks and opportunities play out up and down the supply chain? 

Climate change will doubtlessly have consequences throughout the commercial 
supply chain in the U.S. and abroad. General Electric, for example, has already made a 
widely-publicized move into “green power” through its “eeomagination” initiative.*^ 
With GE as a major mover in the wind turbine industry, the makers of components might 
be tempted to disclose this opportunity to investors in their SEC filings. Given some of 


*' See The Center For Health and The Global Environment, Harvard Medical School, 
Sponsored by Swiss Re and the United Nations Development Programme, Climate 
Change Futures: Health, Ecological and Economic Dimensions, November 2005, at 92- 
107 (discussing the financial implications of climate change, including potential limits of 
insurability). 

GE Goes Green: But Climate Change Action Cannot Be Left to Companies Alone, 
Financial Times, May 11, 2005, at 18. 
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the recent failures in siting wind farms“ and the ongoing uncertainty about the tax status 
of such projects, returns are certainly not guaranteed, and capital investment may be 
premature. Detailed disclosure might obscure the fact that the overall wind power market 
is still miniscule and unlikely to be material to any company for years to come.^ 

How will these developments play out on the global stage and in international 
negotiations with the developing world, particularly the Chinese and Indian economies? 

International developments will certainly have significant implications for U.S. 
reporting companies. The United States and the G-8 group of major industrialized 
nations recently agreed in principle to reduce greenhouse gas emissions by fifty percent 
by the year 2050.*^ The string of international summits — such as the Heiligendamm 
Summit, June 7-8, 2007, including the world’s largest developing countries (Brazil, 

China, India, Mexico, and South Africa)— may portend federal regulation of high GHG- 


See Alliance to Protect Nantucket Sound, Inc. v. United States Dept’t of the Army, 
288 F. Supp. 2d 64 (D. Mass. 2003); Ten Taxpayers Citizen Group, et al, v. Cape Wind 
Associates, LLC, Civil Action No. 02-CV-12046-JLT (2003); Mark Harrington, LIPA 
chief kills wind farm project, NewsdaY, August 23, 2007, available at 
http://www.newsday.com/business/ny-bzwind0824,0,7647935.story; Peter Applebome, 
On an Upstate Wind Turbine Project, Opinions as Varied as the Weather, N.Y. Times, 
October 28, 2007, available at http://www,nytimes.com/2007/10/28/nyregion/ 
28towns.html?_r= 1 &oref=slogin . 

See, e.g., Hexcel Corporation Annual Report, Form 10-K, for the Fiscal Year 
Ended Dec. 31, 2005, at 39. (“Revenues from materials used to build the blades of wind 
turbine applications again showed strong growth, up over 50 percent in constant currency 
compared to 2004, The growth was driven by the increased number of global wind 
turbine installations and market share gains made in 2004.”). 

See Michael A. Fletcher, G-8 Leaders Back 'Substantial' Cuts In Gas Emissions, 
Washington Post, June 8, 2007, at A 12. 
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emitting sectors.^* Investors are eager to see how domestic companies will respond and 
how their overseas assets and production will be affected, 

VII. Market Responses 

Public money and private interests have recently combined at a level 
unprecedented in my experience to support the numerous disclosure and reporting 
initiatives outlined in the Introduction to this testimony. It is a fair barometer of this 
confluence of public and private interest that the Ceres Petition was signed by ten state 
attorneys general or treasurers.*’ In addition numerous marketplace initiatives have 
begun to spring up. The Ceres Petition accurately notes that numerous prominent 
investment firms and consultants now offer advisory services, investment research, funds 
and indices that analyze business responsiveness and positioning in relation to climate 
change.** 

In the information marketplace, shareholder resolutions on climate change and 
emissions policies have increased rapidly, from 6 in 2001** to almost 50 in 2007. They 

** See Joint Statement by the German G8 Presidency and the Heads of State and/or 
Government of Brazil, China, India, Mexico and South Africa on the Occasion of the G8 
Summit in Heiligendamm, Germany, 8 June 2007, available at http;//www.g- 

8,de/nsctrue/Content/EN/Artikel/ g8-summit/anlagen/o5-erkiaerung- 

en,templateId=raw,property=publicationFi!e.pdf/o5-erklaerung-en. 

*’ See Ceres Petition at 57. 

®*M at 35. 

** Douglas G. Cogan, Ceres, Corporate Governance and Climate Change: Making 
the Connection, at 16 (Mar. 2006), available at 

http://www.ceres.org/pub/docs/Ceres_corp_gov_and_climate_change_0306.pdf. 
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account for over ten percent of all shareholder resolutions filed.™ These resolutions are 
reaching levels of success unimaginable just a few years ago, averaging slightly below 
20% shareholder approval.^' Approximately one-third of these resolutions have resulted 
in negotiated withdrawals.^^ 

VIIL Next Steps and Possible Solutions 

When faced with challenging circumstances, lawyers like to look for precedents. 
Although this is arguably a situation without true precedent, there are two corollaries, one 
from the environmental arena and one from outside, that are instructive in what next steps 
by the SEC might help public companies and the marketplace develop consistent and 
more informative climate change disclosure. 

When Superfund was enacted in 1980, it introduced substantial doubt about legal 
and regulatory outcomes of hazardous waste cleanup. In particular, Superfund’s new 
liability scheme, which provides for liability that is strict (without regard to fault), joint 
and several (through which contributors to contamination are liable both individually and 
as a group for the entire cost of a cleanup), and retroactive (in which liability is not 
dependent on the legality of the original disposal activity), created significant concerns in 

Carolyn Mathiasen, 2007 Proxy Season Preview: Environmental Issues, Risk & 
Governance Weekly, available at 
http://www.issproxy.eom/governance_weekly/2007/004.html. 

2007 Postseason Report: A Closer Look at Accountability and Engagement, 
RiskMetrics Group (October 2007). 

™ See Investor Network on Climate Risk, 2007 Proxy Season - Resolution Tracker 
(May 31, 2007), http://216.235.201.251/NETCOMMUNITY/Document.Doc?id=2. 
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the marketplace about the scope of the costs to responsible parties. Superfund also 
displaced some of the traditional notions of individual and corporate liability, by 
providing that an individual corporate officer or a parent corporation could be responsible 
for the costs of cleanup if they had exercised control over a corporation’s handling and 
disposal of hazardous waste. 

As a result, for reasons grounded in physical and fiscal reality — How many 
waste sites am I involved in? What will be required to clean them up? How much will it 
cost? — and in the uncertainty of legal doctrine, corporate ability to analyze exposure 
correctly and succinctly, and then to quantify it and disclose it to the marketplace, was 
murky at best.^^ Before any extensive experience with cleanup could be amassed by the 
companies that were responsible. Superfund also posed many of the same challenges 
involving estimation of contingencies under FAS 5, as have been discussed above. 

Over time, and under some pressure from investors, the SEC provided a series of 
clarifications; concerning the scope of Item 103 disclosure of “sanctions” in the 


See, e.g., Ford Motor Company Annual Report, Form 10-K, for the Fiscal Year 
Ended December 31, 1983. (“Superfimd also requires disclosure of certain other releases 
into the environment and creates potential liability for clean-up costs and for injury to the 
environment resulting from a release. [We have] received notices under Superfund or 
applicable state law that, along with others, [we] may be a potentially responsible party 
under such legislation for the cost of cleaning up a number of hazardous waste disposal 
sites in California, Illinois, Indiana, Michigan, Minnesota, New Jersey and Ohio. [We] 
may have been a generator of hazardous wastes at a number of other sites. [We are] 
unable to determine the costs which [we] may incur under such legislation; however, 
such costs could be substantial.”) 
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Superfund context;’"' to clarify how materiality was to be defined;” and finally, in a more 
comprehensive staff guidance document, to address detailed concerns such as 
management’s responsibility to conduct independent diligence on the likely outcome and 
cost of remediation at a disposal site”; the role of insurance as a potential off-set to 
existing liabilities”; and the appropriate financial statement treatment of contingencies 
that were susceptible to some, but not a definitive, estimation,” This guidance was 
followed by a widely publicized speaking tour by then-Commissioner Roberts” in which 
the SEC’s expectations were further clarified. The market heard that the SEC was 
watching these issues closely. The market also heard that the SEC and EPA were sharing 


” Management’s Discussion and Analysis of Financial Condition and Results of 
Operations; Certain Investment Company Disclosures, Securities Act Release No. 6835; 
Exchange Act Release No. 26831, 54 Fed, Reg. 22427 (May 18, 1989). 

SEC Staff Accounting Bulletin No. 99, 17 C.F.R. Part 21 1 (1999). 

” SEC Staff Accounting Bulletin No. 92, 58 Fed. Reg. 32843, 32844 (1993). 
at 32844. 

” Id. at 32845. 

” See, e.g.. Remarks of Richard Y. Roberts, SEC Commissioner, SAB 92 and the 
SEC's Environmental Liability Disclosure Regulatory Approach, address delivered to the 
1994 Quinn, Ward & Kershaw Environmental Law Symposium, The University of 
Maryland School of Law, Baltimore, MD (April 8, 1994); Remarks of Richard Y. 
Roberts, SEC Commissioner, Environmental Liability Disclosure, Litigation Reform, and 
Accounting Matters of Interest, address delivered at the National Association of 
Manufacturers 1 993 Government Relations Committee, Fall Meeting, Chatham, MA 
(September 20, 1993); Remarks of Richard Y. Roberts, SEC Commissioner, 
Environmental Liability Accounting Developments, address delivered at the American 
Bar Association, Fourth Annual Joint Conference On Environmental Aspects of 
Corporate & Real Estate Transactions, New Orleans, LA (June 10, 1993). 
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data on Superfund cleanup.*® While the response of most public companies in their 
disclosure was neither perfect nor immediate, meaningful disclosure of the depth and 
breadth of Superfund and hazardous waste remediation liability developed over a 
comparatively short period of time,*' 

Outside the environmental arena, the SEC’s response to a crisis that was 
potentially world-wide in scope and uncertain in effect is instructive. In the late 1990s, 
there was great concern over the potentially devastating effects of the so-called 
Millennium, or Y2K, bug. The Y2K problem led to speculation that the year 2000 would 
be represented by 00 and interpreted by software as the year 1900. The feared result was 
that critical industries would be affected by computer systems that produced either 


*®5ee Remarks of Richard Y. Roberts, Commissioner, U.S. SEC on Environmental 
Liability Accounting Developments before the American Bar Association, Fourth Annual 
Joint Conference On Environmental Aspects of Corporate & Real Estate Transactions, 
New Orleans, LA, June 10, 1993. 

*' See, e.g. LTV Steel Company, Inc. Annual Report, Form 10-K, for Fiscal Year 
ended December 31, 1986, at 33, ("A hazardous waste disposal site located in Grand 
Prairie, Texas has been designated by the U.S. EPA Superfund Act as a Superfund site 
requiring cleanup. Aerospace and the Company have been named by the U.S. EPA as 
potentially responsible parties. In 1 977, the steel group shipped 4,700 gallons of a 
hazardous waste to the site for disposal. The U.S. EPA has estimated that the Company's 
share of the total volume of wastes at the site is .107%. Aerospace is alleged to have an 
estimated 9.147% share of the total volume of such wastes. In June 1984, the U.S, EPA 
issued a Final Record of Decision for the site which set forth a $4.6 million cleanup 
program. The potentially responsible parties had jointly endorsed a cleanup program 
costing approximately $1 .7 million. The U.S. EPA rejected the $1.7 million settlement 
offer and has notified the potentially responsible parties that it will unilaterally undertake 
the cleanup of the site and will bill the parties when total cleanup costs are known. The 
U.S. EPA’s current estimate of the cost of the cleanup program is approximately $8 
million. Aerospace and the Company issued a reply to the U.S. EPA, taking the position 
that because of the Chapter 1 1 filings, amounts allegedly owed by them are prepetition in 
nature and therefore cannot be paid."). 
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delayed or erroneous results and that markets would be undercut by their reliance on 
computer programs.*^ 


Faced with a situation in which there were substantial market concerns about the 
potential for a calamitous risk and market uncertainty about how such a risk might 
actually be manifested in any particular company’s operations, the SEC chose to reissue a 
Staff Legal Bulletin*^ to mandate disclosure. It is noteworthy what the SEC chose to 
require. First, the staff stated that any company that had not assessed the Y2K problem in 
its operations should disclose that fact, because it was a material “known uncertainty” 
under Item 303. While reasonable minds can differ about whether businesses’ reliance 
on computers was more widespread (and critical) than the current threats of climate 
change to business, the interesting thing is that the SEC recognized that investors would 
benefit from a statement about the degree (or absence) of preparedness to meet the 
challenges, irrespective of the substance of the results. 


Second, the Staff required companies to disclose in “specific and meaningful” 
language, the results of their inquiries about Y2K effects up and down their supply 


See Tom Foremski, Millennium ‘bomb ' is already ticking: The need to ensure that 
vital systems do not fail in 2000 is holding up other IT work. Fin. Times (December 2, 
1998). (“Some economists, notably Ed Yardeni, chief economist of Deutsche Bank 
Securities in New York, have warned that Y2K problems have a 70 per cent chance of 
triggering a global recession. [Capers] Jones [chief scientist of Artemis Management 
Systems of the US] says that with his best case scenario of 85 per cent of fixes completed 
in the US and the UK, “it puts us on the cusp of a possible recession”. He had advised 
the European Union to delay the launch of the euro, arguing that IT departments do not 
have the resources to tackle two of the most challenging IT projects ever encountered. 
“The euro affects about 10 million software applications, but Y2K affects some 36 
million software applications worldwide,” estimates Mr Jones.”). 

Staff Legal Bulletin (SLB) No. 5 (Revised January 12, 1998). 
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chains, recognizing that a critical weak link there could be as disruptive as a failure on 
the part of the issuer’s own systems. Similarly, a company with no significant direct 
GHG emission exposure, but in a high energy use business, might find its cost structure 
altered dramatically by the consequences of GHG emission regulation on the public 
utility providing its power. Finally, disclosure was required if the issue was material 
“without regard to related countervailing circumstances”, such as plans to cure the 
problem. 

Disclosing companies largely responded to the timeliness and clarity of this 
guidance. While (mercifully) the underlying problem never truly manifested itself in the 
marketplace, the degree of awareness and the levels of preparedness by public companies 
were assisted by the disclosure process. 

tX. Conclusion 

In summary, it is important for the SEC to move with deliberate speed to reassert 
its gatekeeper role for the market and to clarify its expectations, but to do so within the 
rubric of well-settled principles. Over-reaction or radical change will create confusion 
and could unleash a flood of defensive filings of immaterial and premature information, 
which ultimately will be damaging to investors and the marketplace. It is also important 
for the SEC to recognize that it must give climate change ongoing attention, because the 
lessons of Superfund disclosure strongly suggest that, no matter how well intentioned, 
public companies will not get it completely right the first time, and that changing 
circumstances will dictate changing responses. 
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I would be pleased to be of ongoing assistance to the Subcommittee as it 
continues to consider this issue. 
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STATEMENT BY MINDY S. LUBBER 

PRESIDENT, CERES, & DIRECTOR, INVESTOR NETWORK ON CLIMATE RISK 

BEFORE 

THE SUBCOMMITTEE ON SECURITIES, INSURANCE, AND INVESTMENT 
OF THE UNITED STATES SENATE COMMITTEE ON BANKING, HOUSING, AND 

URBAN AFFAIRS 

REGARDING 

CLIMATE DISCLOSURE: MEASURING FINANCIAL RISKS AND OPPORTUNITIES 


October 3 1 , 2007 


Chairman Reed, R.anking Member Allard, and Members of the Subcommittee, I am 
Mindy Lubber, President of Ceres and Director of the Investor Network on Climate Risk 
(INCR), and it is a privilege to testify before you today regarding this critical issue. 

Ceres is a national coalition of 100 institutional investors, environmental groups and 
other public interest organizations working with leading U.S. companies to address sustainability 
challenges such as climate change. INCR is a group of 60 institutional investors representing $4 
trillion in assets focused on the business risks and opportunities posed by climate change. 

This testimony is focused on three key points: 

• Climate risk disclosure is essential for investors, because climate risk is clearly 
a material risk that companies should be disclosing in Securities and Exchange 
Commission (SEC) filings. 

• Current climate risk disclosure by U.S. companies is still inadequate and not at 
the levels investors need to make informed investment decisions. 

• Companies that provide full disclosure of climate risks and opportunities see 
significant benefits. 

In addition, the testimony covers: 

• Why climate risk is an important financial issue for investors and companies; 
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• How investors are pushing for better climate risk disclosure from companies, 
including voluntary disclosure and shareholder resolutions; and 

• The September 1 8, 2007 “Petition for Interpretive Guidance on Climate Risk 
Disclosure” that was sent to the SEC. 

The SEC should provide interpretive guidance because climate change poses wide- 
ranging financial risks — climate risks — to companies across a wide spectrum of industries. 
Energy-intensive businesses face risks from anticipated national greenhouse gas regulations, as 
well as from emerging and existing state and international regulations, that will make greenhouse 
gas emissions more costly. Insurers and other companies face risks from climate-related 
physical impacts such as prolonged drought, melting permafrost, wildfires and other severe 
weather events. Litigation related to climate change is another risk, especially for large 
greenhouse gas emitters. 

At the same time, climate change also offers significant opportunities for investors and 
companies, such as investing in and developing clean technologies and renewable energy, selling 
carbon credits, or capturing new markets. Opportunities that are not pursued can turn into risks 
for companies, when their competitors pursue such options. This is in evidence already in the 
automotive sector, where automakers that have focused more attention on cleaner, more fuel- 
efficient cars are gaining market share. 

Climate risk is an important financial issue recognized by the largest investment banks and 
institutional investors in the U.S. and abroad 

In the last few years, climate risk has become a top-tier investor and business issue, as 
demonstrated by new reports about regulatory and physical risks; Wall Street research reports on 
climate risk exposure and new business opportunities; and institutional investor responses to 
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climate change. Climate risk disclosure, however, has not kept pace with these developments, as 
discussed later. 

Companies, investors and money managers are in the business of examining how market 
shifts — whether as a result of regulatory change, consumer preference shifts, or other market 
movers — affect share value, earnings, future cash flow projections, and capital investment 
decisions. The risks and opportunities posed by climate change today and in the future are 
becoming increasingly apparent. Regulatory risks posed by legislative proposals, if passed into 
law, are expected to add costs to doing business in many sectors. For example, one analysis 
suggests that U.S, electric power companies that have not prepared for a future cost of carbon 
associated with carbon regulations could see earnings losses' of up to 17%, whereas companies 
with less polluting fuel mixes could see financial gains of up to 1 5% — real bottom-line impacts 
for investors and company managers.^ 

Physical risks resulting from rising sea levels, changing weather patterns, and warming 
climates are happening faster than expected and are being felt by businesses and their investors 
today. For example, 2007’s hot, dry summer left Alabama rivers so hot (in excess of 90 degrees) 
and low that the state had to shut down a nuclear power plant. At least four pulp and paper mills 
also had to suspend wastewater discharges for days at a time to avoid violating their discharge 
permits, reducing revenues for shareholders and putting employees out of work. 

Likewise, thawing permafrost (frozen ground necessary for oil & gas infrastructure) has 
already caused serious impacts in Alaska, and the 800-mile Trans- Alaska Pipeline, which carries 
about 17% of the nation’s oil production, has been threatened. New pipeline supports have been 

' EBITA: Earnings Before Interest, Taxes, Depreciation, and Amortization 
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instailed in an attempt to guard against heaving or collapse as the permafrost thaws. Replacing 
the supports is estimated to cost about $2 million per mile, a hefty price tag for the shareholders 
of the oil & gas companies that operate the pipeline. 

In the U.S., investment banks are waking up to these risks, and there has been a rapid 
increase in the last two years in the number of Wall Street reports analyzing climate risk and 
opportunities. In just the past 1 2 months, climate-related research reports have been prepared by 
firms such as Citigroup, Goldman Sachs, JP Morgan, Lehman Brothers, Merrill Lynch, Morgan 
Stanley and UBS. 

These reports are evidence that climate risk is viewed not only as an environmental risk 
but also as a financial one, since major banks are now using their financial models to estimate the 
impacts of climate change on earnings per share, future cash flows, and capital investment 
decisions. Several rating agencies and banks have shifted stock ratings or buy/sell/hold decisions 
based on a company’s relative climate risk exposure and preparedness. 

A Lehman Brothers report explains that climate risk has become a core business and 
investor issue: 

“In the world of business and finance, climate change has developed from being a 
fringe concern, focusing on the company’s brand and its Corporate and Social 
Responsibility, to an increasingly central topic for strategic deliberation and 
decision-making by executives and investors around the globe.”^ 

A Morgan Stanley report strongly supports the need for improved climate risk disclosure: 


’ Sanford C. Bernstein & Company, Bernstein Research, U.S. Utilities: The Implications of Carbon Dioxide 


Regulation, October 2007. 

^ John Llewellyn, Lehman Brothers, 
2007), p. 1. 


The Business of Climate Change: Challenges and Opportunities (February 
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“Even though climate change is a long-term trend, financial markets need to price 
in the risks today. Investors therefore need to review their long-term growth, 
inflation and risk projections in light of climate change.”^ 

These investment banks have responded to the needs of their clients, institutional 
investors, who in large numbers have pushed for increased climate risk disclosure for the last 
four years. The Investor Network on Climate Risk (INCR) has grown from 14 to 60 investors in 
that time. [NCR members now represent $4 trillion of assets under management, and include 
asset managers and some of the nation’s largest institutional investors: CalPERS, CalSTRS, State 
Street Global Advisors, AIG Global Investment Group, F&C Asset Management, the NY City 
and NY State Comptrollers, and the California Treasurer and Controller. 

The Carbon Disclosure Project (CDP), which conducts an armual survey seeking climate 
risk disclosure from 2,000 of the largest companies worldwide, is sent on behalf of 3 1 5 
institutional investors representing $41 trillion. S&P 500 companies are among the companies 
surveyed. A sampling of signatories includes some of the world’s largest financial companies 
and investment banks: Barclays Group, Credit Suisse, Deutsche Bank, Goldman Sachs, HSBC 
Holdings, Mitsubishi UFJ Financial Group, Morgan Stanley Investment Management, and State 
Street Corporation. Globally, two other groups of institutional investors are focused on this 
issue: Institutional Investors Group on Climate Change (U.K.) and Investor Group on Climate 
Change (Australia/New Zealand). 

Although climate risk has become a top-tier investor and business issue, the information 
provided by voluntary disclosure does not come close to meeting investors’ needs. Investment 
banks have begun tackling this issue, but their reports focus mainly on regulatory risks, because 


Elga Bartsch, .Morgan Stanley, The Economics of Climate Change - a Primer (October 3, 2007), p. 1 . 


5 



85 


corporations are disclosing little or no information about physical risks, litigation risks, and 
strategic analysis of climate risk and emissions management. 

Ways in which investors seek voluntary climate risk disclosure and the limits of that 
disclosure 

In the absence of mandatory federal disclosure guidance, a large number of investors are 
seeking better disclosure by writing to companies and filing shareholder resolutions. These 
investors are simultaneously seeking mandatory disclosure guidance from the SEC, because 
“[e] ven as corporate disclosure of the business impacts of climate change is increasing, it 
remains intemiittent, inconsistent and incomplete,” according to Connecticut State Treasurer 
Denise Nappier, principal fiduciary of the $23 billion Connecticut Retirement Plans and Trust 
Fund. 

In the U.S., large institutional investors have written letters to groups of companies 
whose operations or products result in high greenhouse gas emissions. For example, in July 
2005, 15 U.S. investors managing more than $550 billion of assets wrote to 43 of the country's 
50 largest investor-owned electric power companies, requesting that they report within a year 
ways in which future greenhouse gas limits are expected to affect their bottom lines, as well as 
steps they are taking to reduce those impacts and improve their competitive positioning. 

Twenty leading U.S. investors sent a similar climate-disclosure request letter to 30 
insurance companies in December 2005. “Shareholders need to know if the companies they own 
are adopting strategies that will enable them to survive, or even thrive, as greenhouse gas limits 
begin taking effect,” said California State Treasurer Phil Angelides, a board member of CalPERS 
and CalSTRS, two of the country’s largest public pension funds, which signed both letters. 
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Three issues severely limit the usefulness of voluntary disclosure for investors. First, 
companies decide whether to answer the CDP questionnaire or disclose using other means, and 
too many companies do not disclose. 

Second, unlike disclosures in SEC filings, which are available to all investors, companies 
decide whether to keep their CDP responses private. This is a significant problem, because CDP 
signatories have access to these private responses, but millions of individual investors and other 
institutional investors that are not signatories to the CDP cannot analyze these responses, which 
contain information that is material to investment decisions. 

Finally, companies decide what to disclose, how to measure risks, and how to describe 

mitigation activities. Most importantly, unregulated disclosure is not standardized. An analysis 

of the CDP responses of the S&P 500 finds that, “while most S&P500 respondents can identify 

regulatory and physical risks associated with climate change, few have attempted to quantify 

these risks in dollar terms or have discussed them in securities filings.”^ 

Although shareholder resolutions help improve corporate climate disclosure, they are an 
inefficient method of obtaining high quality disclosure from all U.S. companies 

Due to the lack of climate risk disclosure by companies, investors have filed over 150 
shareholder resolutions with U.S. companies in the past several years to seek such information 
from companies, especially power companies, automobile manufacturers, insurers and other 
businesses with significant risk exposure from anticipated climate regulations and other climate- 
related impacts. These resolutions and subsequent engagements with companies produce 
positive results, including new corporate climate change policies, reports, and support for 
national climate policy from unexpected sources like electric power companies. 

’ Carbon Disclosure Project Report 2007; USA S&P 500. authored by RiskMetrics Group, p. iii. 
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However, shareholder resolutions are inadequate for addressing a problem that affects 
most companies and sectors. Resolutions only allow investors to engage with one company at a 
time, and resolutions must be re-filed with some companies for several years before they agree to 
shareholder requests: an inefficient, slow process for improving climate risk disclosure. 

Because climate change represents a newer and vastly different type of risk than those 
which companies usually manage, it often goes unaddressed by companies. Proposals 
addressing climate change commonly urge companies to report on their operational and product- 
related CO2 emissions, or to address the regulatory and physical risks the company faces. Of 
course, shareholder votes on these resolutions are advisory in nature — such votes do not force a 
company to take specific actions. 

Despite this, the SEC often limits investors’ rights to file resolutions related to climate 
change by omitting them from proxy voting. A resolution may be omitted if the SEC finds the 
proposal addresses “ordinary business” issues that are properly under the control of management, 
and not an issue for shareholders or the board to consider. Such approvals are often subject to 
inconsistent handling by SEC staff. 

This leaves shareholders with no recourse if a company is unwilling to engage with 
shareholders on the climate issue. Such exclusions make it difficult for investors to assess 
climate change risks in their portfolios. The inconsistency in applying the “ordinary business” 
exclusion should be addressed by the SEC in order to ensure fair and accurate assessments of 
risk, as well as consistency in financial reporting. 


These resolutions cannot take the place of uniform, consistent guidance on corporate 
disclosure of climate-related risks. The significant financial risks and opportunities posed by 
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climate change, and investor requests for SEC guidance on climate risk disclosure, should 
compel the SEC to examine this issue promptly and produce the requested guidance. 

How investors seek SEC guidance to improve climate risk disclosure 

A group of U.S. investors has been working since 2003 to persuade the SEC, through 
meetings with Commissioners and Staff, to improve climate risk disclosure. On March 19, 2007, 
more than 60 investors (including one dozen companies) representing over S4 trillion in assets 
called on the SEC to issue guidance on which material issues related to climate change 
companies should disclose in SEC filings. 

In part due to the lack of SEC guidance, a group of 1 4 institutional investors and other 
groups, including CalPERS, CalSTRS, and the Connecticut Treasurer’s Office, developed the 
Global Framework for Climate Risk Disclosure to encourage standardized climate risk disclosure 
and to make it easy for companies to provide this information, and for investors to compare 
companies. Released in October 2006, it offers companies guidance on disclosing emissions 
data, physical and regulatory risks, and strategic management of climate risk using SEC filings 
and other common disclosure mechanisms. Investors who created the Framework are asking 
companies to use it, and they are asking securities regulators and governments to ensure that 
corporate climate risk disclosure in financial statements adheres to the Framework. 

Benefits for companies that assess and disclose their climate risk and opportunities 

Companies are increasingly discussing climate risks and opportunities internally and with 
investors. While some companies are not acting to address the issue, others are taking steps to 
disclose risks to investors, reduce emissions, and take advantage of strategic opportunities. 

When companies track their emissions and disclose climate risk, they also tend to reduce their 
emissions and continue to seek out further opportunities to do so (e.g., by investing in efficiency 


9 



89 


and clean energy technologies, processes and products). These actions offer cost savings to 
companies, reputational advantages, better employee retention, and other significant benefits. 

Several examples of good voluntary climate risk disclosure illustrate why it benefits 
companies by raising their awareness of climate change and by leading them to address risks and 
seize opportunities. Entergy, a major electric utility company serving the Southeastern U.S., has 
provided excellent climate risk disclosure in the wake of Hurricane Katrina. Climate risks to 
communities and companies in the Mississippi Delta are a material risk- — Entergy itself sustained 
recovery costs of about $1.48 billion from Katrina and Rita, which doesn’t include revenue 
losses due to the hurricane, which is estimated in the hundreds of millions. In its disclosure, 
Entergy points to the troubling findings of the Intergovernmental Panel on Climate Change’s 
(IPCC) recent report on climate change adaptation, which indicates that much of Entergy’s 
customer base and “billions of dollars of investment’’ could be severely impacted due to future 
loss of wetlands, storm surges, and sea level rise. Entergy also sees opportunity in the national 
response to climate change — namely regulations that may benefit less carbon intensive 
generators like themselves. The company discloses its emissions data dating back to 1990. 

Wisconsin-based Johnson Controls is another leader in corporate climate disclosure. 
Johnson Controls reports on the opportunities it sees in designing and manufacturing products 
that help maximize energy efficiency in buildings, cars, and batteries, but also points out 
financial risks from climate impacts. The company has publicly communicated its climate 
change strategy, stating that it intends to reduce its emissions by 18% by 2012 and has an overall 
goal to reduce the carbon footprint not only of its own operations, but also of the customers who 
buy its products. 
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Between 1 990 and 2004, DuPont reduced its energy usage by over 7 percent and GHG 
emissions by 70%, increased production by over 33%, and experienced cost savings of over S2 
billion. When General Electric announced its EcoMagination program in 2005, the company 
expected to have $20 billion in sales of “green” products by 2010. Last year, the program had 
$15 billion in sales, and they now have $50 billion in back orders and are on track to “blow' 
away” their original estimation of $20 billion by 2010. 

Finally, AIG has disclosed information about its business impacts from the physical 
effects of climate change. AIG suffered after-tax catastrophic losses of S2.44 billion from 
Hurricanes Rita and Katrina, an indication of the future losses firms can anticipate as climate 
change creates ocean temperature increases in many parts of the world that scientists believe will 
lead to more intense and frequent hurricanes. The company publicly discloses both short and 
long-term physical effects of climate change, from increased occurrence of drought to rising sea 
levels. AIG discusses how this will impact its business — by affecting its customers as well as 
assets, like its Stowe, Vermont ski resort — and what measures the company can take to adapt to 
these changes through modifying their underwriting process, among other approaches. AIG also 
reports that predicted increased severe weather events could lead to steeper rates and more 
limited coverage. 

Why the SEC should provide guidance on climate risk disclosure 

Because voluntary disclosure cannot adequately provide investors the information they 
need, the SEC should provide guidance on climate risk disclosure. Without SEC guidance, 
climate reporting rates in SEC filings will remain low in every sector the utilities sector. 

Because many industries affected by climate change do not raise the issue in their SEC filings, 
investors face significant difficulty in assessing the true long-term value of their portfolios. 
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For example, SEC climate risk disclosure rates for the largest companies in three affected 
industries are low; 28% in petrochemicals, 19% in insurance, and 26% of auto manufacturers.'’ 
Disclosure rates are low in the insurance industry, despite the industry’s acute exposure to sea- 
level rise and more intense hurricanes and wildfires, all of which scientists tie to global warming. 
Moreover, disclosure occurs in various places in corporate filings (Description of Business, 
Management's Discussion and Analysis of Financial Condition and Results of Operations, and 
Notes to Consolidated Financial Statements) and is difficult to compare from company to 
company. Also, the quality of the reporting is generally low. In one industry — electric power — 
most companies mention climate change in their filings, but they do an inadequate job of 
assessing the risks and opportunities.^ 

Petition to the SEC for Interpretive Guidance on Climate Risk Disclosure 

A group of investors, state officials, and others sent a petition to the SEC on September 
18, 2007, which builds on requests over the past four years, seeking a measured and reasonable 
approach to improving climate risk disclosure, in which companies analyze whether the climate 
risks they face are material.® If regulatory, physical or litigation-related risks are in fact found to 
be material, companies then disclose information about those risks in quarterly and annual 
securities filings. Specifically, the petition “requests that the Commission issue an interpretive 


Michelle Cban-Fishel, Friends of the Earth, Fifth Survey of Climate Change 
Disclosure in SEC Filings of Automobile. Insurance, Oil & Gas, Petrochemical, and Utilities Companies (October 
2006) at 1, available at http:/ vvvvvv, foe. org-'camp&^intl/SECFinalReportaiidAppendices. p df. 

^ See Id. at 22-28. 

^ Petitioners are California Public Employees' Retirement System; California State Controller, John Chiang; 
California State Teachers’ Retirement System; California State Treasurer, Bill Lockyer; Ceres; Environmental 
Defense; F&C Management; Florida Chief Financial Officer, Alex Sink; Friends of the Earth; Kentucky State 
Treasurer, Jonathan Miller; Maine State Treasurer, David G. Lemoine; Maryland State Treasurer, Nancy K. Kopp; 
The Nathan Cummings Foundation; New Jersey State Investment Council, Orin Kramer, Chair; New York City 
Comptroller, William C. Thompson, Jr.; New York State Attorney General, Andrew M. Cuomo; New York State 
Comptroller, Thomas P. DiNapoli; North Carolina State Treasurer, Richard Moore; Oregon State Treasurer, Randal! 
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release clarifying that material climate-related information must be included in corporate 
disclosures under existing law.”^ 

It must be emphasized that petitioners do not seek an onerous new disclosure routine. 
Because climate risk varies between sectors and can change because of quickly evolving 
regulatory regimes and scientific information about the physical risks of climate change, general 
guidance from the SEC — as suggested by the petition — is appropriate, so companies can 
determine for themselves if they face material risks. This disclosure would give investors a 
baseline for comparison between companies and adequate information to make investment 
decisions. 

Petitioners believe current law requires disclosure of material climate risks 

The SEC’s existing disclosure regulations speak in expansive and flexible terms that 
reflect the broad range of information investors consider when they assess corporate value. For 
many companies, climate risk clearly meets the standard of materiality established by the SEC 
and the courts, and falls directly within several of the specific disclosure requirements of 
Regulation S-K. 

The fundamental principle underlying the Commission’s disclosure requirements is that a 
public corporation must fully and fairly disclose all facts about its performance and operations 
that would be material to a shareholder’s investment decision. This disclosure obligation springs 
from the core requirement of the 1933 and 1934 Acts that investors receive financial and other 
significant information concerning securities offered for public sale. Under both Supreme Court 


Edwards; Pax World Management Coqjoration; Rhode Island General Treasurer, Frank T. Caprio; and Vermont 
State Treasurer, Jeb Spaulding. 

’ File No. 4-547, Request for Interpretive Guidance on Climate Risk Disclosure (September 18, 2007), available at 
httt>://sec.gov7rujes/DetitiQns.shtml . p. 2. 
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and Commission precedent, the existence of significant investor demand for information helps to 
guide the determination of whether that information is material and hence required to be 
disclosed. “A fact is material if there is a substantial likelihood that the disclosure of the omitted 
fact would have been viewed by the reasonable investor as having significantly altered the ‘total 
mix’ of information made available.”'® 

The Supreme Court has made clear that the determination of whether a fact is material is 
a holistic inquiry that cannot be reduced to a simple numeric formula. Determinations of 
materiality require “delicate assessments of the inferences that a ‘reasonable investor’ would 
draw from a given set of facts, and the significance of those inferences to him . . . ' In Staff 
Accounting Bulletin No. 99, Commission Staff reiterated this principle and rejected the practice 
of using a simple numeric threshold for determining whether an omission or misstatement in a 
financial statement is material. Instead, Staff have made clear that the question of what 

information is material must take into account both quantitative and qualitative factors. This 
interpretation of materiality is also supported by the Financial Accounting Standards Board 
(FASB).” 

The steadily growing demand from investors for information about climate risk described 
above demonstrates that “reasonable investors” exercising human judgment increasingly 
consider climate risk part of the total mix of information they assess to make investment 
decisions. Members of the Investor Network on Climate Risk have repeatedly requested SEC 


SEC Staff Accounting Bulletin No. 99, 64 Fed. Reg. 45, 150 (Aug. 12, 1999) (quoting TSC Industries v. 
Northway, Inc., 426 U.S. 438, 449 (1976)). 

' ‘ TSC Industries, 426 U.S. at 450. 

'■ See SEC Staff Accounting Bulletin No. 99, supra note 10. 

Financial Accounting Standards Board, Statement of Financul accounting Concepts No. 2: 
Qualitative Characteristics of Accounting Information 45 (1980), available at httpi.'/www.fasb.orgst' . 
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action to clarify the need for climate risk disclosure.''’ Corporate leaders themselves have also 
recognized the critical importance of climate risks, in the form of both regulatory developments 
and physical risks, to the global economy.'^ 

The financial markets have judged that climate risk is important to investors’ ability to 
assess corporate operations and performance. This judgment, along with the importance of 
climate risk for many companies’ financial prospects, compels the conclusion that material 
climate risk should be disclosed under the Commission’s regulations. The Commission should 
promptly issue guidance that clarifies that climate risk demands the same careful attention and 
disclosure given to other forms of risk. 


See, e.g., Letter from Bradley Abelow, Treasurer, State of New Jersey et al. to SEC Chairman Christopher Cox 
(June 14, 2006), available at http://www.ceres-nrg'Dub/Dublicalion.DhD?Did-98 . 

” See, eg., the United States Climate Action Partnership’s list of corporate members, available at httpi'/www.us- 
cap.orn/abouCindex.asp . 
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Written Testimony 

Prepared for the U.S. Senate Banking 
Subcommittee on Securities, insurance and Investment 

October 31,2007 

By 

Russell Read 
Chief Investment Officer 
California Public Employees’ Retirement System 

Chairman Reed, Ranking Member Allard and members of the Subcommittee, I 
am pleased to provide the perspective of an institutional investor on the issue of 
the necessary corporate disclosure of information related to climate change. 

The California Public Employees’ Retirement System, known as CalPERS, 
provides pension and health benefits to 1.5 million state, local public agency and 
school employees, retirees and their families. 

A 13-member Board of Administration oversees the management of CalPERS 
assets, which total more than $250 billion. Our Fund began in 1932, initially 
investing only in bonds. Over the years, we diversified our assets into four major 
classes: global equity (public stocks), fixed income, real estate, and - beginning 
in 1990 - in private equity. 

The goal of diversification has always been the same - to balance our portfolio 
against risk and to add value based on our ability to take advantage of market 
opportunities. 
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The CalPERS Board recognizes that the way it deploys investment capital can 
not only shape the financial future of its investment portfolio, but also the future of 
our communities, our society, and our environment for decades to come. We also 
recognize that environmental responsibility and climate risk is a financial issue as 
well as a health security issue that affects everyone. 

Environmental Disclosure and Why It’s Important 

it is important for the Senate and particularly the Subcommittee to address the 
issue of environmental disclosure by corporations. Increasing evidence indicates 
that climate change presents material risks to numerous sectors of the economy 
and to the financial market place. These risks may include operational, market, 
liabilities, policy, regulatory, and reputation risk. Accordingly, CalPERS has 
advocated for the right of shareowners to obtain information on environmental 
risks and opportunities to make informed investment decisions. 

The fundamental principle underlying the Securities and Exchange Commission’s 
disclosure requirements is that a public corporation must fully and fairly disclose 
all facts about its performance and operations that would be material to a 
shareowner’s investment decision. This disclosure obligation springs from the 
core requirement of the 1933 and 1934 Acts that investors receive financial and 
other significant information concerning securities offered for public sale. 
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Under both Supreme Court and Commission precedent, the existence of 
significant investor demand for information helps to guide the determination of 
whether that information is material and hence required to be disclosed. “A fact is 
material if there is a substantial likelihood that the disclosure of the omitted fact 
would have been viewed by the reasonable investor as having significantly 
altered the ‘total mix’ of information made available,"’ 

As a long-term investor, CalPERS believes that environmental issues can affect 
the performance of investment portfolios (to varying degrees across companies, 
sectors, regions, and asset classes through time.) 

CalPERS is also interested in the sustainability of companies that may be 
threatened by climate change as well as those that can find new opportunities in 
a carbon-constrained market. Sustainability is potentially undermined by climate 
change. This is the concern that drives our environmental investment program - 
including initiatives seeking transparent reporting of greenhouse gas emissions, 
the design of corporate measures to reduce those emissions, and clean 
technology investments. 

Addressing climate change is part of our overall corporate governance policy, 
which says that “to ensure sustainable long-term returns, companies should 
provide accurate and timely disclosure of environmental risks and opportunities. 
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through adoption of policies or objectives, such as those associated with climate 
change." 

We want portfolio companies that are well positioned to avoid the financial risks 
associated with climate change and that can capitalize on new opportunities 
emerging from the regulation of greenhouse gases, including alternative energy 
technologies. 

But we cannot assess companies' financial viability unless we know their 
potential exposure to climate change-related risks and potential benefits. 

Why Voluntary Environmental Disclosure is Insufficient 

CalPERS recognizes that some companies have chosen to include climate risk in 
voluntary sustainability reports or more general corporate responsibility reports, 
often filed in response to shareholder activism. However, there are many 
companies that do not provide voluntary disclosure of their climate risk. 

Further, the information that is voluntarily disclosed often lacks the material 
information required by a reasonable investor to properly assess companies’ 
financial viability. The lack of SEC guidance on or a standardized format for 
climate risk disclosure has resulted in reports with very little consistency in the 
format or level of detail of information presented. A recent report found that “while 
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almost ail companies reported on climate change in their sustainability reports, 
on closer examination companies reported far more on potential opportunities 
rather than financial risks for their companies from climate change.’’^ 

Sustainability reports often include additional information on environmental 
trends and business strategies but they are primarily directed towrards an 
audience of environmental interest groups and the general public, rather than 
investors. These reports more often ackno\wledge the science of climate change 
and discuss efforts to build awareness rather than presenting the specific effects 
of climate change on their performance and operations. 

While sustainability reports provide a solid foundation on which the companies 
can base the disclosures required under the Commission’s existing reporting 
requirements, they do not provide the information investors require. Reporting 
must be consistent and must support comparisons among companies. The 10-K 
report is and will remain the gold standard for reporting information to investors, 
and investors need to know that material information relating to companies' 
performance and operations will be in those required reports. Given the 
significance of climate risks for many corporations’ financial position and 
competitive prospects in a new, carbon-constrained environment, reporting on 
climate issues is no longer a mere virtue, but a legal obligation and a necessity 
for investors. 
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CalPERS Efforts to Improve Environmental Disclosure 

CalPERS has worked with CERES, the Investor Network on Climate Risk (iNCR) 
and a coalition of other public pension funds and institutional investors both in the 
United States and abroad to advocate for improved disclosure of companies’ 
climate risk. Examples of CalPERS’ efforts include: 

• The Carbon Disclosure Project: CalPERS is a member and signatory - An 
annual questionnaire is sent to companies on behalf of institutional 
investors representing $41 trillion of assets under management requesting 
information on the business implications of climate change and the 
companies’ greenhouse gas emissions. 

• The Global Reporting Initiative Sustainability Reporting Guidelines: 
Reporting mechanism by which companies can disclose their ESG 
performance. The CalPERS Core Principles of Accountable Corporate 
Governance also recommend that "Corporations strive to measure, 
disclose, and be accountable to internal and external stakeholders for 
organizational performance towards the goal of sustainable development. 

It is recommended that corporations adopt the Global Reporting Initiative 
Sustainability Reporting Guidelines to disclose economic, environmental, 
and social impacts.” 

• The Global Framework for Climate Risk Disclosure: CalPERS helped draft 
the Global Framework, which encourages standardized climate risk 
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disclosure to make it easy for companies to provide information and for 
investors to analyze and compare companies. The CaiPERS Core 
Principles of Accountable Corporate Governance expressly provide that 
“[t]o ensure sustainable long-term returns, companies should provide 
accurate and timely disclosure of environmental risks and opportunities, 
such as those associated with climate change. Companies should apply 
the Global Framework for Climate Risk Disclosure when providing such 
disclosure." 

The Global Framework for Climate Risk Disclosure consists of four elements of 
disclosure that investors require in order to analyze a company’s business risks 
and opportunities resulting from climate change, as well as the company’s efforts 
to address those risks and opportunities. The four elements of disclosure include: 

1) Emissions Disclosure: As an important first step in addressing climate risk, 
companies should disclose their total greenhouse gas emissions. 

Investors can use this emissions data to help approximate the risk 
companies may face from future climate change regulations. 

2) Strategic Analysis of Climate Risk and Emissions Management: Investors 
are looking for analysis that identifies companies’ future challenges and 
opportunities associated with climate change. Investors therefore seek 
management’s strategic analysis of climate risk, including a clear and 
straightforward statement about implications for competitiveness. Where 


7 



relevant, the following issues should be addressed: access to resources, 
the timeframe that applies to the risk, and the firm's plan for meeting any 
strategic challenges posed by climate risk. 

3) Assessment of Physical Risks of Climate Change: Climate Change is 
beginning to cause an array of physical effects, many of which can have 
significant implications for companies and their investors. To help 
investors analyze these risks, investors encourage companies to analyze 
and disclose material, physical effects that climate change may have on 
the company’s business and its operations, including their supply chain. 

4) Analysis of Regulatory Risks: As governments begin to address climate 
change by adopting new regulations that limit greenhouse gas emissions, 
companies with direct or indirect emissions may face regulatory risks that 
could have significant implications. Investors seek to understand these 
risks and to assess the potential financial impacts of climate change 
regulations on the company. 

All companies have climate risk and opportunity embedded in their operations 
that will vary across sectors. Regardless, all companies should be required to 
disclose the four elements highlighted in the Global Framework whether or not 
they are high emitters of greenhouse gas emissions. For example in the past 
year, CalPERS was approached by a major global soft drink company to discuss 
how climate change is affecting the company's water sourcing. 
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While we encourage all companies to disclose their climate risk, CalPERS has, 
as part of its corporate governance environmental strategic plan, actively 
targeted the highest emitting industries including electric utilities. In January 
2007, CalPERS and the California State Teachers' Retirement System 
(CalSTRS) released a CDP-affiliated report on global utilities emissions. 

We asked 265 global power companies about commercial risks and opportunities 
posed by climate change, the impacts of greenhouse gas regulation, physical 
risks associated with climate change, relevant technologies and innovations, and 
related management responsibilities. We also asked about energy costs, and 
emissions in terms of total annual generation, emissions from products and 
services, reduction programs and targets, and emissions trading arrangements. 

Few of the 1 12 companies that responded to the survey were creating overall 
economic value once they accounted for the costly environmental impact of their 
carbon emissions. This is the kind of disclosure that investors need to evaluate 
not only the earnings of companies, but also costs stemming from greenhouse 
gas emissions. 

Further, the electric utilities industry is heavily exposed to regulatory risks. 

Absent a federal program to control greenhouse gas emissions, state and local 
regulation of greenhouse gas emissions has already become a significant force 
in the United States economy. 
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In 2007, the Governors of Arizona, California, New Mexico, Oregon, Utah, and 
Washington, as well as several Canadian provinces and Indian tribes, entered 
into the Western Climate Initiative to establish a regional greenhouse gas 
reduction goal and develop market-based strategies to achieve emissions 
reductions. This is just one of many initiatives being taken at the state and local 
level to control greenhouse gas emissions. 

The lack of federal policy on climate change causes uncertainty that creates risks 
for both investors and businesses as they engage in long-term strategic planning, 
asset management, and capital budgeting. To address this uncertainty, CalPERS 
played a key role in a national effort to seek federal regulations to address 
climate change. The “Call to Action” campaign, which was organized by CERES 
and the INCR and included both investors and businesses, held a press 
conference in Washington, D.C., in mid-March and issued a letter urging the 
federal government to take three specific actions to address the uncertainty 
created by the lack of national policy on climate change. The three action items 
are: 

1) Establish a mandatory national policy to contain and reduce national 
greenhouse gas emissions economy-wide, making the sizable, sensible, 
long-term cuts that scientists and climate models suggest are urgently 
needed to avoid the worst and most costly impacts from climate change. 
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This approach will also enable businesses and investors to make 
investments with a known long-term planning horizon. Wherever possible, 
this policy should utilize market-based mechanisms, such as cap-and- 
trade systems, to create an economy-wide carbon price. 

2) Realign incentives and other national policies to achieve climate 
objectives, including a range of energy and transportation policy measures 
to encourage deployment of new and existing technologies at the 
necessary scale. Only governments can create the infrastructure needed 
to underpin the new clean energy system. 

3) Guidance from the Securities and Exchange Commission and other 
financial regulatory bodies to businesses and investors on what material 
issues related to climate change companies should disclose in their 
regular financial reporting, so that investors can assess more accurately 
the effects of climate risk and opportunity in their portfolios. 

With regard to action item 2, CalPERS believes it is a good idea for governments 
to subsidize infant technologies to achieve lift-off and commercial scale in short 
order. Currently though we see a problem, at least at the federal level, as 
subsidies are not provided for alternative fuels or clean technology in general. 
Rather, the federal government is subsidizing very specific technologies to the 
comparative detriment of others. For example, corn-based ethanol is subsidized 
while methane from municipal waste is not subsidized. The narrowness of the 
current subsidy structure could actually be inhibiting the development of those 
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clean technologies which could have better long-term viability. To remedy this 
problem, there should be a broad-based subsidy for alternative and clean energy 
technologies over conventional and dirty technologies. 

Consistent with our request for guidance from the Securities and Exchange 
Commission in action item 3, CalPERS recently joined several other leading 
institutional investors to petition the Securities and Exchange Commission to ask 
it to require publicly-traded companies to assess and fully disclose their financial 
risks from climate change. Specifically, we are asking the Securities and 
Exchange Commission to require companies to disclose information; 

• On the physical risks associated with climate change - including potential 
physical damage to facilities. 

• About the financial risks stemming from the present or probable regulation 
of greenhouse gases, and their prospects for new business opportunities 
by responding to the changing physical and regulatory environment. 

• About potential exposure and costs arising from legal proceedings that are 
related to climate change. 
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CalPERS Environmental Investment Initiatives 

Investment Strategies 

The CalPERS Board has been a leader in environmental investing, CalPERS 
recognizes the financial risks as well as the opportunities created by climate 
change. 

• Public Equity: In November 2005, the CalPERS Board approved the hiring 
of five investment firms to manage $500 million in stock portfolios that use 
environmental screens. 

• Private Equity: In 2005, CalPERS initiated the Environmental Technology 
Program - a $200 million program that targets investments in 
environmental technology solutions that are more efficient and less 
polluting than existing technologies. In 2007, CalPERS committed an 
additional $400 million to the program. 

• Real Estate: In our core real estate portfolio, the Board has set an energy 
reduction goal of 20 percent over the next five years. CalPERS also 
supports green building initiatives and continues to explore investments 
that fit within the Leadership in Energy & Environmental Design 
requirements. 

• Corporate Governance Environmental Strategic Plan: The objective is to 
improve environmental data transparency and timely disclosure. 

o Environmental Company Engagement program: CalPERS engages 
companies in the airline, auto, utilities, and oil and gas industries 
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that are underperforming relative to their industry peers and lack 
disclosure on the four elements highlighted in the Global 
Framework for Climate Risk Disclosure; 
o Carbon Disclosure Project: Support the Carbon Disclosure Project 
through our membership and as a signatory; 
o Investor Network on Climate Risk: Participate in the INCR; and 
o Support of Environmental Shareowner Resolutions for Improved 
Disclosure: As a shareowner in many different companies, 
CalPERS generally supports shareowner resolutions requesting 
improved environmental disclosure. These resolutions generally 
suggest that companies assess and report on how they are 
responding to the business risks and opportunities of climate 
change or adopt and report on quantitative goals for reducing total 
greenhouse gas emissions from the company’s products and 
operations. 

We appreciate this opportunity to represent institutional investors on what we 
believe is a very important issue. Improved environmental disclosure is required 
in order for investors to properly assess the material impact of companies’ 
climate risk and opportunities on their portfolios. 

' SEC Staff Accounting Bulletin No. 99, 64 Fed. Reg. 45,150 (Aug. 12, 1999) (quoting TSC 
Industries v. Northway, Inc., 426 U.S. 438, 449 (1976)), 

^ Global Reporting Initiative & KPMG Global Sustainability Services., Reporting the Business 
Implications of Climate Change in Sustainability Reports (2007) 
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Additional Material Submitted for the Record 


CARBON DfSCLOSURB PROJECT 


Carbon Disclosure 
Project Report 2007 
USA S&P500 

On behalf of 315 investors with assets of $41 trillion 
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Merrill Lynch 


New York, August, 2007 

Message from the President 

Earlier this year, as a founding member of the Carbon Disclosure Project and a strong supporter of 
CDP's mission fo create a rigorous global database of corporate carbon emissions. Merrill Lyncti 
assisted the GDP in distributing a survey to more than 2,400 of the world's largest publicly traded 
companies, seeking detailed information on the business risks and opportunities presented by 
climate change and global greenhouse gas emissiorts. 

Concurrently, Merriii Lynch sponsored an extension of the survey to cover all S&P500 companies, 
which are located mainly in the United States. A total of 56% responded, representing a significant 
increase over last year's response rate of 47%. 

White t urge you to read the accompanying report for further details and results, among the most 
intriguing findings is the fact that a wide majority of responding companies from the S&P500 
view climate change as posing a materia! commercial opportunity as welt as a significant 
commercial risk. 

In fact, while 81% of responding companies reported that they reg^d climate change as posing 
a commercial risk, 69% of those firms also consider it an important business opportunity. 

Furthermore, half of the responding firms considered the issue significant enough to warrant 
attention from board members or upper management. 

On behalf of Merrill and the CDP. I’d like to personally thank ail of the companies that participated in 
the survey, and urge all respondents to continue to support an institution dedicated to providing an 
objective benchniark of carbon production and corporate contributions to its mitigation. 

We’re confident that as CDP5 deepens our collective understanding of the myriad risks and 
responsibilities associated with climate change, a majority of leading companies wotidwide will join 
us in achieving our common objective of rigcH-ously measuring and managing an issue described as 
the greatest long-term challenge facing the international commiinity tcxtay. 

Gregoiy J' Fleming 

President, Merrill Lynch & Co.. Inc. 
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Foreword 


RiskMetrics Group is pleased to present the survey results of Bie second Cartjon Disclosure 
Project {CDP5} questionnaire addressed to S&P5(X) Index companies. Tnat more than hall of the 
SSP500 — 56% — responded to this year's survey is a further sign that American industry is getting 
ready to address climate change in a meaningtul way. Significantly, a vast majority of respondents 
see risks and opportunities presented by this issue. America's leading companies are pursuing 
energy efficiency programs arid promoting renewable en^y development. Yet hard work renuiins in 
setting and attaining goals to curb greenhouse gas emissions, which is a! the root of this chailenge. 

This report describes recent activities of the Carbon Disclosure Project and of U.S. firms in tracking 
GHG emissions, providing disclosure to investors and embarking on GHG management programs. 
The report also contains eight guest commentaries that make the foliowing points: 

Science is certain (#1} 

Dr. Michael MacCracken. Climate Inslilute 

Rising CO-, concentrations, global average temperature and sea level rise all point to rapid changes 
in our climate brought about by human activity. 

More disclosure is needed (#2) 

Jane Ambachtsheer and Craig Metrick, Mercer Investment Consulting 
Disclosure on climate change remains in its infancy, but synergies between COP and other 
initiatives, such as the U.N. Principles for Responsible Investment, wifi enhance corporate disclosure 
and make data more accessible to investors. 

Physical risks affect the environment and economy (#3) 

Di: Paul Epstein, Harvard Medical School 

Climate change is affecting human health, agriculture, forests, marine life and water resources. 

A iite-cycie analysis can help avoid unintended consequences of some proposed solutions, such 
as clean-coal technology and nuclear power. 

Sea level rise is putting coastal development at risk (#4) 

Dr. Stephen Leatherrnan, International Hurricane Research Center 

The rate of sea level rise ftaa increased up to 50% in the last decade, adding to coastal erosion, 
inurtdation and salt-water intrusion, Better testing procedures are needed in order to upgrade safety 
standards and building codes. 

Business is taking an active role in setting climate change policy (#5) 

Hon. Eileen Claussen, Pew Center an Global Climate Change 

This has been a milestone year when American business has stepped forward to help lead the drive 
toward federal GHG legislation, CDP can help by calling on companies to disclose their positions on 
climate change policy proposals. 

Congress is likely to act soon (#6) 

Jason Grumat. National Commission on Energy Policy 

The broad elements of federal legislation are falling into place. A key issue is wtiether a 'safety 
valve' to limit prices on carbon emissions might eventually give way to a firm emissions cap to 
provide greater environmental certainty. 

Renewable energy development is booming (#7) 

Angus McCrone. New Energy Finance 

U.S, investment in clean energy has quadrupled in three years and is quickly catching up to Europe, 
but most major U.S. corporations have not yet made major investments in renewables. This may be 
a case of ‘watch this space.' 

A massive transformation of our economy and energy sources is needed (#8) 

Dr. William Maomaw. Fletcher School, Tufts University 

Developed and deveioping courjtries must approach climate change as the central challenge to 
sustainable development, not as just another potluflon problem. Long-tenn GHG reduction goals 
with intermediate benchmarks will be required to assure investors and companies that there is an 
enduring market for low-carbon energy supplies and energy-efficient equipment. 


Lead authors 
of this report: 

Douglas G. Cogan 

Director of Climate 
Change Research 
RiskMetrics Group Inc. 

Heidi Welsh 
Research Manager 
Social Issues Service 
RiskMetrics Group Inc. 
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Written on behalf of 315 institutional investors, 
representing more than $41 trillion of assets 
under management, CDP5 provides investors 
with a unique analysis of how S&P500 Index 
companies are responding to climate change. 
The report summarizes key trends identified 
in companies’ responses to the CDP5 
questionnaire and highlights commercial risks 
and opportunities that climate change is 
presenting to these widely held, American- 
based companies. Through increased support 
and improved quality of responses, CDP5 
shows that the private sector in the United 
States is increasingly engaged in addressing 
the global challenges presented by climate 
change. This Executive Summary provides a 
summary of key findings from the CDP5 
S&P500 respondents. 



Percent Responding 
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Executive Summary 


Executive Summary 

CDP Response Rate 



Disclosure Trends 

¥S&P500 response rate increases. 

56% (282) of S8P500 companies 
answered the CDP5 survey, compared 
with 47% for CDP4, (The CDP4 survey 
was ttte first atfdressed specifically to 
S&P500 companies,) The resportse rate 
increased across all industry sectors 
represented in the Index, 

¥ S&P500 response rate still lags 
FT500. 77% of the worlds largest 
publicly traded companies, as 
represented in the FT500 index, 
responded to the CDP5 survey. 
However, the large percentage increase 
in this year's S&P500 response rate is in 
line with historical trends for the FT500 
CDP survey (see table). 

¥ Electric utilities have the highest 
response rate. Nearly 84% of S&P500 
utilities (26 of 31) responded to CDP5. 
Materials companies also had a high 
response rate of 78% (22 of 29). These 
are the two most carbon-intensive 
industries represented in the S&P500 
Index, 


¥ Most industry sectors have response 
rates exceeding 50%. Nine of the 10 
irKlustry sectors represented in the 
SSP5(X) had a CDP6 response rate of 
greater than 50%. The Consumer 
Discretionary sector had a response 
rate of only 37% (32 of 87 companies). 

¥ More S&P500 companies sec 
strategic risks than opportunities 
from climate change. 81% of 
responding companies consider climate 
change to present commercial risks for 
their businesses, compared to only 69% 
that see climate change as presenting 
commercial oppc«turrilies. This is 
largely the reverse of the FTSOO survey 
sample, where 82% see commercial 
opportunities, and 79% have identified 
commercial risks. 


More than 50% of S&P500 
companies responded to this 
year's CDP survey, providing 
more evidence that American 
industry is getting serious about 
global warming 


CDP re^jonse 

1st 

2nd v,; 

3rd 

4th 

5th ,| 

rate- 

a.irvey 

"Stirvey - 

^ . survey 

survey 

survey I 

FTSOO index 

47% 

59% 

71% 

72% 

77% 

S&P500 index 

47% 

56% 

(2008) 

(2009) 

(2010) 
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Carbon Disclosure Project 


Few companies report on 
climate change in their 
securities filings, and fewer still 
factor carbon pricing in their 
capita! investment decisions 


Management Response 

• Climate issues are receiving more 
attention from m^tagement and 
directors. Fully half of the S&P500 
respotjding companies ha\re assigned 
board and/cr upper-level management 
responsibility for overseeing climate 
related issues. 65% of respondents 
have publicly disclosed greenhcMJse gas 
(GHG) emissions data. 

• Action to reduce emissions lags well 
behind climate awareness. Only 29% 
of responding companies have 
imiirfemented GHG reduction programs 
with specific targets and timelines. This 
includes companies that have set 
targets to reduce the intefjsity of their 
GHG emissions, without setting limits 
on their absolute emissions. 

• Energy efficiency and renewable 
energy are drivers of GHG emission 
reductions. 78% of respondents are 
engaged in energy efficiency initiatives, 
and 37% are involved in renev/able 
energy projects or have set targets for 
renewable energy purchases. In 
additiorj, 36% of respondents are 
considering or are actively engaged in 
carbon emissions trading. 


Financial Implications 

• Material effects of climate change 
remain largely undetermined and 
undisclosed. While most S&P500 
respondents can identify regulatory and 
physical risks associated with climate 
change, few have attempted to quantify 
these risks in dollar terms or have 
discussed them in securities filings. Just 
nine respondents in the Utility sector 
disclosed the potential for a material 
business impact in their latest Form 10- 
K filings. Although risk assessments 
were more substantive in CDP5 
responses, only two firms (an 
automobile manufacturer and a utility) 
indicated that climate change regulation 
poses a potential rnaferial risk to their 
businesses. A third firm {a beverage 
bottler) disclosed in its COP response 
that physical risks of climate change 
could result in a material impact on its 
operations. Though respondents in all 
sectors acknowledged potential adverse 
impacts — even ‘significant* impacts — • 
no firm placed a dollar vatu© estimate 
on that risk. 

• Carbon pricing is rarely factored into 
capital investment decisions. While 
many capital Investment decisions 
involve mufti-year planning processes 
and have long payback periods, only 
8% of survey respondents say they are 
factoring projected costs of carbon 
©missions into their decisions, Half (12 
of 24} that are doing so are electric 
utilities. Only a few have set an explicit 
carbon price (or range of prices) as part 
of their decision-making process. 

• Energy cost disclosure is mixed. Just 
over half of the companies that 
responded to CDPS's question on 
energy costs (55 of 107) provided 
figures. These S&P500 firms reported 
spending more than $87 billion on 
energy in 2006, 
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Executive Summary 


Emissions Trends 

• More S&P500 firms are disclosing 
their GHG emissions. 65% of S&P500 
respondents provided emissions data, 
compared with 54% of respondents in 
CDP4, By comparison. 79% of FT500 
comparties disclosed emissions data irt 
their CDP5 responses. Total emissions 
reported by S&P500 respondents were 
2,01 3,513.771 metric tonnes of carbon 
dioxide equivalent. This represents 
approximately 6% of global GHG 
emissions (CO;;e). 

• Most reported GHG emissions are 
Scope 1 (direct) emissions. Scope 1 
emissions accounted for two-thirds of 
the total emissions reported by S&P500 
respondents. Scope 2 (purchased 
power} emissions accounted for 11%. 
Scope 3 (indii'ecl) emissions accounted 
for 22%. Most of Scope 3 emissions 
disclosures were for business travel, 
although one petroleum company 
estimated emissions from customer 
end •use of its products, 

• Three industry sectors account for 
90% of reported Scope 1 and 2 
emissions. !n the CDP5 survey of 
S&P500 companies, the Utility, 

Energy and Materials sectors reported 
combined Scope l and 2 emissions 
of 1,403,741,186 tonnes of CO^e, 

• Four sectors account for 76% of 
Scope 2 emissions from purchased 
electricity. Respondents in the Utilities 
sector accounted for 38% of the Scope 

2 total; Energy companies 17%; 
Consumer Staples 12%; and Consumer 
Discretionary 9%, 

• Scope 3 reporting by S&P500 firms 
lags the FT500. S8.P500 respondents 
reported 429,31 1 ,922 tonnes of Scope 

3 emissions, including emissions from 
business travel, upstream suppliers and 
product end-use. These Scope 3 
emissions represented 22% of the total 
emissions reported by S&P500 
respondents, compared to 50% for 
FT500 respondents in the CDP5 survey. 
Calculating the 'carbon footprir’f of 
company operations remains one of the 
most elusive and vexing challenges of 
carbon emissions accounting. 


Calculating the 'carbon footprint' 
remains one of the biggest 
obstacies to fuii accounting of 
the climate change effects of 
a company’s operations 


Reported Scope 1 Emissions by Sector 
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-4 CDP provides a coordinating secretariat and 
I innovative forum for investor and corporate 
collaboration on climate change. Based on 
answers to its questionnaire, CDP provides the 
investment community with information about 
corporations’ greenhouse gas emissions and 
climate change management strategies. Through 
CDP’s database, this information is available in 
a comparable format that adds value for 
investors and a wide range of stakeholders. 
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The Carbon Disclosure Project (CDP) 


CDP s mission is to facilitate a dialogue between investors and 
corporations, supported by high quality information from which 
a rational response to climate change will emerge. 


The Carbon Disclosure 
Project (CDP) 


in February 2007. CDP issued its fifth 
information request on behalf of 31 5 
institutional investors wilti assets of 
USD 41 trillion under management. The 
request was sent to 2,400 of the largest 
quoted companies in the world by 
market capitalization for disclosure 
of investment-relevant information 
concerning the risks and opportunities 
facing these companies due to climate 
change. These companies included 
the largest listed companies in Asia, 
Australia, Brazil, Canada, France, 
Geimany, India, Italy. Japan, New 
Zealand, Scandinavia, South Africa, 
Switzerland, UK. US, and the Electric 
Utilities and Transport sectors. 

As in previous years the request 
focused upon the issues CDP has 
identified in conjunction with many 
signatory investors, corporations and 
other experts as being most pertinent 
to the effect of climate change on 
company value. Those issues include 
regulatory risk/opportunity (e.g. limits 
on emissions); physical hsk/opportunity 
(e g, changes in weather patterns 
impacting operations); consumer 
sentiment risk/opportunity (e.g. 
reputation); total company wide global 
greenhouse gas emissions and steps 
taken to manage and reduce emissions, 

USD 41 triilion of assets under 
management represents more than 
one third of total global invested 
assets and is a marked increase from 
the USD 4.5 trillion that participated in 
the first CDP request in 2002, 

77% of FT50Q companies and a total 
of 1,300 corporations answered the 
fifth CDP request in 2007, evidencing 
a significant increase in support tor 
CDPs work from the 45% of FT500 
companies and 235 corporations that 
answered the first request in 2002. 


Having iaundied at No.10 Downing 
Street in 2000, CDP has become the 
global standard mechanism by which 
companies repcwl their greenhouse gas 
en)issions to inv^tors. Its process has 
been applauded by Al Gore (Former 
US Vice President). Sir John Bond (then 
Chairman HSBC), Jeff Immelt (CEO, 
Gena's! Electric). Merkel (German 

Chancellor) and Tony Blair (former UK 
Prime Minister) among others. COP is 
proud to have assisted the pioneering 
efforts of global investors in creating 
this comprehensive and international 
system of disclosure. 

COP data has also enabled stakeliolders 
such as policymakers, service providers, 
and NGOs to accelerate their own 
initiatives. Last year CDP reports were 
produced in English, French, German. 
Japanese and Portuguese and launched 
at a series of high profile events in the 
main capita! markets in the world. COP 
now hosts the largest registry of corporate 
greenhouse gas data in Hie world, and 
this information along with reports 
analyzing it can be downloaded free 
of charge at www.cdproject.net. 

The CDP Secretariat extends sincere 
thanks to the signatory investors, 
responding corporations and regional 
partners for their participation in COPS, 

New CDP Initiatives in 2007 

in addition to the expansion of its existing 
activity in 2007, COP is delighted to have 
evolved its service offering in a number 
of exciting directions; 

Improved database. CDP is 
launching a usw-fti®idly int^ace to its 
comprehensive database of responses. 
Tliis will arable users to easily and quickly 
perform comparative analysis by sorting 
oxnpany Brfcmnation by sectcs; geography, 
emissions and Hie CDP questions. 


COPS Sianatories by Region 



“The aim of CDP is to graduaiiy 
improve information on CO2 
emissions and climate 
strategies as weli as to initiate 
long-term plans for the future. 

I wish the Carbon Disclosure 
Project success with its further 
efforts both in Germany and 
worldwide." 

Angela Merkel, 

German Chancellor 
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Carbon Disclosure Project 


"The first step towards managing 
carbon emissions is to measure 
them. Because in business what 
gets measured gets managed. 
The Carbon Disclosure Project 
has played a crucial role in 
encouraging companies to 
take the first steps in that 
measurement and management 
path, if more businesses 
progress further down that 
measurement and management 
path, within the context of public 
policy, which spurs on the 
business leaders and drags up 
the business laggards, then we 
will be able — ■ and at surprisingly 
small economic cost -••• to offset 
the dangers which climate 
change poses to our world." 

Lord Adair Turner. 

Standard Chartered pic 


CDP Membership. CDP is now 
providing a premium service for those 
signatory investors who have become 
CDP members. This swvice provides 
members vflth enhanced recognition 
and access to tiie entire functionatity 
of the database. 

Supply Chain Initiative. In 2007, CDP 
was delighted to enter into partnership 
with Wal-Mart Stor^ to send tiie CDP 
information request to a subset of their 
suppliers. This contract represents the 
start of an exdting development for COP 
as it begins fo mOTor its activity with 
shareholders and corporations via 
corporations and suppliers. The Wal-Mart 
woi1< is now being devdoped fw broader 
reach and impact writh the launch of the 
Supply Chain Leadwship Collaboration 
project (SCLC i^oject) aimed at working 
with key sector leaders including; Retail. 
Brands, Aviation, Automotive and 
Government among others. This work 
will help identify and reduce emissions 
within their supply ctrains. Tlie CDP 
Secretariat expresses sincere thanks to 
Wal-Mart for their leadership in developing 
this new system for corporate disclosure 
of emissions from supply chains. 

Climate Disclosure Standards Board 
(CDS8). CDP became a rnember of 
the CDSB consortium convened by 
the World Economic Torum in January 
2007 and has been funded by the UK 
Department for Environmeitt to provide 
the Secretariat to CDSB, supporting its 
activities focused upon climate change 
reporting standards. 


Going Forward 

CDP's primary goal is to continue 
to improve the quality and quantity 
of responses for its core disclosure 
activity and in doing so better inform 
the decision-making of investors and 
corporations regarding the implications 
of climate change, 

CDP will also continue to respond to 
stakeholder requests to expand, and in 
addition to the new initiatives for 2007, 
is developing further projects including: 

• Expansion of the CDP process into 
further geographies and sectors. 

• Expansion of the CDP process into 
private equity and private companies. 

• Workshops for corporations 
and investors. 

• Further development of the 
CDP database. 

• Assisting Pension Funds to develop 
mandates incorporating climate 
change criteria. 

CDP would be delighted to hear from 
parties interested in participating or 
partnering with CDP and invites them 
to approach the Project through 
info@cdproject.nct 
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“It's not surprising that investors 
are worried and that they are 
supporting the Carbon 
Disclosure Project. In BT we 

share their concern and we 

have good business reasons for 
doing so. We have a huge 
investment in the UK 
telecommunications 
infrastructure and that W'il! be 
increasingly at risk... the Carbon 
Disclosure Project does us all a 
great service in bringing these 
matters to the attention of the 
investment and business 
communities. It is an important 
catalyst for change the 
change without which the world 
will be a very dangerous place," 

Sir Christopher Bland, 

Chairman BT Group 

" , . .the members of the Carbon 
Disclosure Project have 
recognised that the cost benefit 
analysis points to it being in the 
interest of business to take 
action. The growth of the Carbon 
Disclosure Project itself shows 
that investors are increasingly 
aware of the impact climate 
change will have on shareholder 
value... this is a project that has 
considerable momentum and 
that in itself is significant," 

Bl Hon Margaret Beckett MR 

then Secretary of State 
for Environment, 

Food & Rural Affairs 
UK Government 


“CDP works to improve the 
information flow, seeks to 
improve City engagement, to 
improve understanding and 
ultimately to improve economic 
performance. , . and it tackles it 
at the highest level with a cross 
border span, vrith force and with 
directness... CDP represents 
a very positive aspect of 
shareholder engagement and if 
there are more shareholders 
ready to sign up that can only 
be, from my perspective, a very 
good thing." 

Derek Higgs, 

author Higgs Report on 
Corporate Governance 

■Initiatives such as the Carbon 
Disclosure Project (CDP) can 
play a meaningful role in our 
shared endeavours to reduce 
greenhouse gas emissions. 

The project shows that both 
companies and investors have 
key roles to play. It is very 
positive and inspiring 
that the capital markets are 
considering climate related 
aspects more and more in their 
investment decisions. It proves 
that the climate challenge is not 
only a matter of technology it is 
also an important economic 
issue. As Deputy Prime Minister 
and Minister of Enterprise 
and Energy it is especially 
encouraging to see that 
companies go ahead without 
state intervention." 


The Carbon Disclosure Project (CDP) 


"It has been a really interesting 
experience to watch the 
development of the Carbon 
Disclosure Project and I 
congratulate those who have 
worked so hard. It's extremely 
significant because there is 
a major shift in awareness of 
the climate crisis and the need 
to integrate the behavior of 
companies public and private 
towards the climate crisis, both 
its risks and its opportunities 
in the investment market place 
and in the business market 
place generally." 

Al Gore, 

speaking at the CDP2006 
launch in New York 

“CDP's reporting mechanism 
offers a trusted solution for 
consistent and transparent 
reporting of our energy and 
carbon numbers, as well as a way 
to share our reduction strategies 
with our shareholders and other 
companies. News Corp. is still 
at the very beginning of our 
energy and climate 
change work and we’re delighted 
to have access to the wealth of 
information that CDP provides 
for us to learn from.” 

News Corporation 


Maud Olofsson. 

Deputy Prime Minister Sweden 
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2 Following successful expansion in CDP4, the 
CDP5 universe was expanded even further in 
2007 to include over 2,400 companies. This 
was made possible by sixteen geographical 
and two sector expansions. This section 
provides details of these partnerships, the 
overall response rates, and some headline 
analysis of the key trends. 
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Global Response Trends 


Global Key Trends 

from CDP Geographic and Sector Expansions 


Please visit (he CDP Vv^ebsite 
www.cdproject.net in order to view and 
download the analytical reports based 
on the responses T'rom the specific 
geographical locations. Reports will 
be available for the Asia. Australia 
& New Zealand, Brazil, Canada. France, 


Germany, India, Japan, Scandinavia, 
South Africa, Switzeiland, UK and 
USA samples. 

The key trends from CDP expansions 
highlighted in the table ov©1eaf produce a 
nurnber of interesting findings, including 


the fact that the majority of responding 
companies around the world see climate 
change as posing commercial risks. With 
the lowest rate of companies recognizing 
potential impacts showing 72%. it is 
telling that the majority of businesses 
are identifying climate change as an 


COPS Response by Region / Sector 



UnUke oiher analysis. Iha grach al»va rallecls at) responsas recaivad up to August 2007. 
The graph below shows the response rates 'rom ths various regions last year in CDP4. 


CDP4 Response by Region / Sector 
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Cartjon Disclosure Project 



France 120 
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India 110 
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climate change 
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ur^r msiagement 
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climate change- 
lelated issues ' 

Responding 
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that considered 
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that Implemented 
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reduction programs 
with targets ' 
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61% 

52% 

46 
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66% 

53% 

27% 

24% 

86 
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70% 
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44% 

113 

88% 

84% 

72% 

34% 

31% 

43% 

67 

80% 

82% 

73% 

64% 

46% 

77% 
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82% 

83% 

53% 

38% 

41% 

91 
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38% 

20% 

35% 
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39% 
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89% 
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89% 

33% 
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22% 

18 

78% 
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95% 

93% 

69% 

81% 

112 

81% 

80% 

76% 

41% 

37% 

23% 

77 

81% 

69% 

65% 

50% 

36% 

29% 

269 

80% 

92% 

56% 

60% 

44% 

44% 

25 

72% 

77% 

72% 

38% 

15% 

44% 

39 

83% 

85% 

77% 

79% 

42% 

46% 

48 


:oivsd 8tt<ir <nis analysis was cairicct oi 


ut &y flinsfem report •» 


imminent threat. With the BrazHian rate 
at 100 % of respondinq compaines 
recognizing tiazards. the FTSE TOO at 
98%. and the Australia 150 at 97%. 
these samples are showing that 
corporate av-iareness of risks is high. 

If business wants to be a significant force 
in addressing climate ctiange, it is equally 
important that corporations recognize the 
opportunity and poientit^ to adjust to 
shifting markets, resource availability, 
government regulation and consumer 
demand. The recognition of business 
opportunities corresponds accordingly to 
the trends concerning risks, showing that 
the potential for development is already 
being integrated into corporate planning. 
In ten of the samples, the recognition of 
opportunities was actually higher than the 
recogriiticH-i of risk, showing makel foresight 
alongside possible product develo{>ment. 


tl should be noted that the questions 
regarding management strategies and 
trading opportunities were only answered 
by corporations who completed the entire 
questionnaire (Section B). As it was not 
mandatory, this can account for the lower 
percentages witnessed in the table 
outlining key trends above. Additionally, 
the question regarding emissions trading 
schemes is expected to be lower, with 
many companies falling outside the 
scope of such schemes, interestingly, 
the number of companies in developing 
countries such as Brazil, India and 
Soutii Africa who see emissions trading 
opportunities is higher than companies 
based in Europe showing high interest 
in trie CDM market. 
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Global Response Trends 





Asia 

Association for Sustainable 
and Responsible investment 
in Asia {ASrlAJ 

www.asria.org 

Australia S New Zealand 

Investor Group on Climate Change 
(IGCC) 

www.igcc.(»g 

Brazil 

Banco ABN Amro Real 

www.atmamro.com 

Brazil 

A8RAPP 

www.abbrai^.org.br 

Brazil 

Fabrica Ethica 

www.fatmca8thica.com.br 

Canada 

Conference Board of Canada 

wvirw.conferenceboafd.ca 

Electric Utilities 

COP Secretariat 

www.cdproiect.net 

France 

AXA 

www.axa.axn 

Francs 

Agence de L’Environnement et de la 
Maitrise de I'Energie (ADEME) 

www.ademe.fr 

France 

BNP Paribas 

www.bnpparibas.com 

Germany 

BVl BunOesverbanc investment und 
Asset Management e.V 

www.bvi.de 

Germany 

WWF Germany 

www.wwf.de 

India 

Confederation of Indian industry 

www.ciiontlne.org 

India 

VWVF India 

www.wwlindia.org 

Italy 

COP Secretariat Europe 

www.cdprojecf.net 

Japan 

COP Secretariat Japan 

www.cdpfoiect.net 

Nordic Region 

CDP Nordic Secretahat 

www.cOprpject.nef 

Nordic Region 

KLP 

www.klp.no 

Nordic Region 

Folksam 

www.lolksam.se 

Nordic Region 

Nulek (Swedish Agertcy lor Economic 
& Regional Growth) 

www.nutek.se 

South Africa 

Incite 

www.ifKiie.co.za 

South Africa 

National Business Imiiattve (NBi) 

www.npi.org.za 

Switzerland 

Ethos 

www.efhosfuftd.ch 

Switzerland 

Pictet Asset Management 

www.pictet.com 

Transport 

CDP Secretariat 

wwwcdproject.net 

UK 

Department for Environment, Food 
and Rural Affairs (DEFRA) 

www.defra.gov.uk 

UK - Adaptation 

UK Climate impacts Programme 

www.ukcip.oig.uk 

U-S. 

Merrill Lynch 

www.ml.com 

U.S, 

CDP Secretariat 

www.cdprojecf.net 


Emission Target Trends 

While the emissions target question is 
located within Section B. there is an 
opportunity for companies to disclose 
target information at the end of Section A. 
Question 1(0), so ail responses should 
have been included in the analysis. Ail 
companies were asked if they have an 
emissions reduction target. Many 
companies do have reduction 
programmes in place, however the 
question specifically asks for targets and 
unless those were disclosed, the 
response was not counted in the analysis. 
As such, the average number of 
companies with a specific reduction 
target stands close to 50%, sho'wing 
robust leadership in setting reduction 
targets. The FT500 and Japanese 150 
companies stand out as the two samples 
working most stringently to limit their 
emissions. Whilst we have seen a great 
increase in the number of companies 
setting emission reduction targets, this 
remains an area for global improvement. 
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3 In embracing greenhouse gas controls, 
American industry will have greater certainty 
in investment planning decisions and new 
business opportunities to exploit. 
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America Faces Up to 
Climate Change 


America has reached a turning point in 
She fight against global warming. The 
science has grown stronger, and the need 
for action more compelling, industry 
opposition to greenhouse gas (GHG) 
controls IS melting away. Now tt>c federal 
government is poised to adopt GHG 
control measures, ending a decade-long 
impasse that has put the United States 
out of step with its ntaior trading partnens. 

Just how America v.-iti address climate 
change through legislation remams to be 
seen, Bui for the next U.S. president taking 
office in 2009. the issue will be a top 
priority. Not only are there* international 
calls to re-engage in the Kyoto Protocol, 
ilte international control agreement 
adopted by Europe. Canada and Japan; 
the U.S. Supreme Court also ruled this 
spring that the federal government htjs a 
duly to act under the Clean Air Act when 
pollutants •— including greenhouse gases 
— threaten human health and safety. 

Meanwhile. American sentinient in 
addressing global warming has reached 
an all-time high; 

• More than three -quarters ot the 
American public say ttiey are 'cwdy to 
take action on climate change, according 
to recent polls conducted by Gallup. 
Opinion Pesearch and others. 

• Mayors of rnore than 60(1 cities, 
representing some 70 million people m 
all 50 states, have signed onto the U.S. 
Mayors Climate Protection Agreement, 
an initiative to advance the goals of ttie 
Kyoto Protocol within their communities. 

• More than a dozen states have adopted 
GHG control regulations. CaHomia leads 
these effods. and ranks as the woi ld's 
twelftii largest carbon emitter, 

• Fully half of U.S. states have adopted 
Renewable Portf.otio Standards to stuf! 
their eiecfr!C;ty supplies away froni 
reliance on carbon-based fuels. 

More major U.S corporations and influential 
trade organizations are also now embracing 


the need for mandatory GHG contre^s. On 
the one fiaixl. they want greater certainty in 
their investment plannii^ decisjons. On the 
oth^. tfiey want to exploit new business 
and investment opportunities in a carbon- 
conslramed ivorkJ. 

Yet time is running out <x» the Kyoto 
Protocol — the control agreenient the U.S. 
opted out ot in 2001, citing economic 
concerns and lack of binding controls on 
developing nations. With the Kyoto 
Iramew^ork due to expire in 201 2. the 
European Union is pressing the United 


For the next U S president 
taking office in 2009. ciimate 
change wilt be a top priority 


Recent U.S. industry statements on climate change 

U.S. Climate Action Partnership: ‘We are committed to a path that wifi slow, slop 
and reverse U.S. emissions while expanding the U.S, economy. .. In our view, the 
climate change challenge will create more economic opportunities than risks for the 
U.S. economy.... Policies are needed to realize the full potential of energy efficiency 
as a high-priority energy resource and a cost-effective means of reducing GHG 
emissions.' — A Call to Action, Jsnueo' 2007 

More than 25 ma/or U.S. finns or operating subsidiaries as well as six leading 
enwonnTenfaf groups have joined USCAP. They support a goal to achieve a 60-80% 
reduction in U.S. CO? emissions by 2050. 

Business Roundtable: “IWje support collective actions that will lead to the reduction 
ot GHG emissions on a global basis with the goat of stowing increases in GHG 
concentrations in ttie atmosphere and ultimately stabilizing them at levels that wiii 
address the risks of climate change.... fT)heie is a range of views and preferences 
among our members about the policy tools that will best achieve that objective. 

Some companies support mandatory approaches; others do not, ' 

— Climate Change Statement, July 2007 

Business Roundtable Is an association of CEOs of 160 major firms, with more than 
SI.S trillion in combined annual revenues. This policy statement “marks the first time 
that a broad cross-section of business leaders from every sector of the U.S. economy 
have reached consensus on the risks posed by climate change and the need for 
action," according to Business Roundtable President John Castellani. 

National Petroleum Council: “The world is not running out of energy resources, but 
there aie accumulating ri^s to continuing expansion of oil and natural gas 
productiw from the conventional sources relied upon historically. These risks create 
significant challenges to meeting projected energy demand.... Policies aimed at 
curbing CO? emissions will alter the energy mix. increase energy-related costs, and 
requiie reductions in demand growth.” — Facing the Hard Truths About Energy, 
July 2007 

The National Petre^um CoutKil is an advisory body of oil and gas fiims to the U.S. 
Secretary of Energy. The chairman for this report was former ExxonMobil CEO Lee 
Raymond. 
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Baseline forecasts call for a 50% 
increase m energy demand over 
the next quarter-century, with 
most COp emissions growth 
occurring in developing countries 


Projected GrowOi in Gtobal COj Emissions 


50 - 



OMa Source tcA 200S Rafercnca Casa 

States for a d«jl that wiii bring it back 
into the agreement. The U.S., in turn, 
wants China. India and the other fastest- 
growing developing nations to join. Since 
it takes time for ail the member countries 
to ratify a new agreement, the hard 
bargaining is about to begin. 

Hard Math 

Ti)6 current Kyoto agreement calls on the 
nation’s major industrial nations to reduce 
their GHG emissions by an average of 
5.2% by 2012. relative to 1990 emission 
levels. Despite this modest objective, 
progress to date has been spotty at best. 

• The European Union has faced a steep 
learning curve in implementing a first -ot- 
its-kind. regional GHG emissions trading 
scheme. Because the E.U, was too 
generous in allocating emiss'on credits to 
industrial firms in the first round of 
trading, if now faces a tougheJ task of 
reaching its ccxnpliance goals for 2012. 

• In North America, Kyoto’s targets for 
2012 are well out of ?^ch. Both Canada, 
which has ratified the agreement, and 
tfie United Slates, which has not. are 
expected to have GHG emissions 20% 
above their 1990 levels by 20i? — a far 
cry from Kyoto’s goals. 

• China, meanwhile, has just surpassed 
the United States as the worid’s largest 
carbon emitter. Under business-as- 
usual fixecasts, global energy use and 
carbon emissions are expected to 
increase by more than a third through 
2030. Fossil fu^ — oil, coai and 
natural gas — are projected to provide 
as much of the world’s energy supply 
then as now, some 80% of the total, 
absent major shifts in energy policy. 


Yet. by 2050, scientists advising the 
world's governments believe a 60 to 80% 
reduction in GHG emissions may be 
necessary to keep Earths climate from 
spinning dangerously out of control. This 
puts business-as'usuai forecasts of 
energy use and economic growth on a 
collision course with global warming 
inertia. Like a speeding train spotting 
trouble down the tracks, the emission 
brakes must be applied forcefully and 
soon to prevent a collision unless there 
is another track the train can switch onto. 

Stabilization Wedges 

Fortunately, there are other options. But 
they won’t come easily. To head off CO5 
levels in the atmosphere that are twice 
pre-industrial levels, or 550 parts per 
million, there must be tens of trillions of 
dollars of investment in low- and no- 
carbon technologies that is sustained 
over ttie next several decades. 

To put this investment challenge in 
perspective, two Princeton University 
professors have identified strategies that 
could return CO; emissions to today’s 
levels by shortly after 2050 — even as 
world energy use is projected to double. 
This would hold the future atmospheric 
level of CO;, to under 550 ppm. To 
achieve this, the professors have 
identified about 20 options, or 
‘stabilisation wedges,' each of which 
would be capable of offsetting about 
1 billion metric tonnes of annua! CO;, 
emissions from fossil fuels. 

Seven of these wedges would have to be 
put in place over the next 50 years in 
order to offset 7 biilion tonnes of carbon 
coming from projected annual growth in 
fossil fuel use over the period. The global 
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investment implications of employing 

ttiese wedges to back out of fossil fuels 

are enormous. They include: 

• A 30-fold increase in wind power by 
building the equivalent of nearly one 
million 2-megawatt wind turbines. 

• A 700-foid increase in solar 
photovoitaics, covering a land area the 
size of New Jersey. 

• Using natural gas in place of coal at 
1,400 new 1,000 megawatt generating 
plants. 

• Capturing and storing CO^ emitted at 
800 (1,000 MW) coal plants or 1.600 
gas-fired generating plants. 

• Tripling the world’s nuclear power 
capacity by building 700 new (1,000 
MW) reactors. 

• Producing 34 million barrets ot bio-fuels 
daily, utilizing around 250 million 
hectares of arable land (around one- 
sixth of the worlds available agricultural 
resources). 

• Increasing fuel economy in cars so that 
2 billion vehicles in 2050 run at an 
average of 60 miles per gallon rather 
than at the current average ot 30 mpg 
for 1 billion vehicles, 

• Replacing every incandescent light bulb 
in the world with a compact fluorescent 
bulb and changing building codes, 
especially in the developing world, so 
that energy use and CO;, emissions 
from buildings are cut by at least 25%. 


betwew asset owners and asset 
managers will hasten the pace and scale 
at which the low-carbon energy revolution 
unfolds in the 2T^ century. 

Here in the United States, the Investor 
Network on Climate Risk (INCR). a group 
of more than 50 institutional investors 
with $4 trillion in assets under 
management, is helping to spearhead 
these efforts. As part of a I0-poinl •Call 
for Action,' INCR members have asked 
moiiey managers to demonstrate their 
capabilities and strategies to assess the 


Seven wedges are needed to 
build the stabilization triangle. 
Each wedge avoids 1 billion 
tonnes of carbon emissions per 
year by 2054 
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Stabilization Triangle to Flatten CO; Emissions 


Investor Call to Action 

Given the pivotal role that investment 
capital will play in the success or failure of 
this Herculean effort, it's little v/onder that 
institutional backing of the Carbon 
Disclosure Project has grown nearly 10- 
fold over the last five years. The 
investment community's burgeoning 
interest in climate change has also 
spurred investment banks, brokerage 
firms and insurance companies to 
channel their expertise into identifying 
cliinate risks and opportunities, wJh new 
analytical tools emerging in the field of 
carbon finance. Such positive interplay 
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investor support is growing for a 
shareholder proxy campaign that 
seeks to standardize corporate 
disclosure on climate change 


Past Regulatory Policy 
RegulatcKy framework is frilly 
developed, (i^edictable and stable; 
high exp>ectalion of timely recovery of 
costs aid investments 


Current Regulatory Uncertainty 

Framework is still being developed, 
undergoing considerable change and 
may have to remain flexible and 
adaptable 


Safer 


Riskier 


Stability of regulatory framework 


financial risks and opportunities posed by 
climate change. In addition, INCR 
members have pledged to invest $1 
billion of their own capital in companies 
with carbon-reducing technologies — a 
goal they surpassed in late 2006. 


that were well established and allowed for 
predictable rates of investment return are 
entering a state ot flux. A new regulatory 
framework is being created that will factor 
in a price for carbon dioxide emissions — 
until now a market externality. 


The INCR for many ye^s worked in 
partnership with COP, and is forging 
alliances with like-minded groups such as 
the Global Reporting Initiative. 
Recognizing that “what gets measured 
gets managed,” these groups recently 
joined a consortium convened by the 
World Economic F<xum to support 
activities around the globe on the 
reporting of GHG emissions and the 
creation of consistent corporate reporting 
standards on climate change. 

This new Climate Disclosure Standards 
Board (CDSB) has selected COP to serve 
as its Sc-jcrelariat. Its objective is to make 
it common practice for corporations to 
include four climate cfiange-reporting 
elements in their annual shareholder 
reports •— and for investment banks and 
credit ratings agencies to do the same in 
fheir assessments of companies. 

Shareholder Campaign 

Forward-looking shareholders have long 
recognized the profound effects that 
climate change will have on changing the 
regulatory landscape. Rules of commerce 


Global Warming Shareholder Proposals 
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average 
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reached record 
levels in 2007’ 


inx'estors in U.S. securities have been 
fortunate in that they have been able to 
pose questions directly to corporate 
boards and managers about their plans to 
respond to this changing rajulatory 
environment. As part of the annual meeting 
process, shareholders started with filing 
one proxy proposal at Exxon Corp. in 
1990. The campaign has been growing 
ever since, with the number of resolutions, 
filers and Industries targeted all increasing 
substantially in recent years. More than 
150 climate change resolutions have been 
filed in the last five years alone, including a 
record 47 proposals filed in 2007. Moat of 
these resolutions share the common 
objective of a new set of reporting criteria, 
like those espoused by the Climate 
Disclosure Standards Board, 

Results of this shareholder campaign 
reveal a strong upsurge in investor 
support tor increased corporate 
disclosure on climate change. Average 
support levels for those proxy proposals 
have nearly doubled in the last three 
years, Just as important, about half of the 
companies receiving such proposals now 
typically negotiate withdrawals, based on 
ttieir willingness to stay engaged with 
concerned shareholders and provide 
added disclosure on climate change. 

The longer-term objective of investors 
leading this campaign Is to create an 
accounting regime for climate reporting 
that becomes part of the generally 
accepted standards used in financial 
reporting. Only then — when the private 
sector, professional bodies ana 
governments embrace such disclosure on 
a routine basks — can markets expect to 
deploy capita! efficiently and effectively in 
a carbon-constrained world. 
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Creating a Generally Accepted Climate Reporting Framework 

Climate Disclosure 
Standards Board 


CDP has been appointed Secretariat to 
a consortium of seven business and 
environmental organisations called the 
Climate Disclosure Standards Board 
(CDSB or 'the Board’). CDSB's mission is 
to build upon the work of tiieir members 
to create and advocate a generally 
accepted framework for reporting by 
corporations with respect to climate risks 
and opportunities, carbon footprints, and 
carbon reduction strategies and their 
implications for shareholder value. By 
aligning basic requests for information, 
the Board's aim is to make carbon-related 
reporting by companies in their Annual 
Reports and related analysis by the 
investment research community common, 
and not just best, practice. 

Background 

In recent years, important progress has 
been made in raising awareness of the 
importance of climate-related disclosure 
among corporations and their borsrds and 
shareholders as evidenced by the 
response to CDP. Disclosure frameworks 
and tools have seen considerable 
elaboration and refinement, helping 
companies to understand better how they 
should disclose footprints, reduction 
strategies and ttie related implications for 
shareholder value. Disclosure has 
increased substantially and more firms 
have begun to manage their emissions, 
whether because of the scrutiny that 
greater transparency brings, the prospect 
of government regulation or other 
considerations. 

it is widely recognised that although they 
are evolving fast and becoming ever more 
sophisticated, current climate reporting 
initiatives are at a relatively early stage of 
development. Opinions, suggestions and 
conclusions are emerging from interested 
parties at different rates and times. All of 
these help to enhance consensus but can 
appear fragmented when originating from 
multiple sources, in response, CDSB aims 
to identify where there are consistencies 
and oppoitunifies for harmonizing regimes 


and where fhwe are reewring themes on 
best practices and to build upon these to 
create a single unified Framework for 
climate reporting. 

Objectives 

• Disclosure of actu^ and projected GHG 
emissions, using a reporting standard 
consistent with the Greenhouse Gas 
Protocol developed by the Wixld 
Business Council for Sustainable 
Deveiopnient and the World Resources 
Institute 

• Assessment of the physical impacts that 
climate change could have on the 
company’s business and operations 

• Assessment of Ifie materiai legal and 
finance effects that climate-related 
regulation may have on the company's 
business and operatioris 

• Management's discussion and analysis 
of ttie actions it is taking to address 
identified climate ri.sks and 
opportunities. 

Facilitation of Dialogue on 
Accounting Standards 

The accounting community and regulators 
remain at an early stage of dialogue on 
the establishment of carbon-related 
financial accounting standards, in the 
interest of assisting this process. CDSB 
member organizations wiit offer a 
common venue for such discussions 
among the industrial, financial, 
accounting, governmental and other 
relevant communities. 


Advisory Committee 

CDSB is supported by an Advisory 
Committee to guide its work, comprised 
of leading industrial, financial seivices and 
accounting firms, as well as distinguished 
governmental and non-governmental 
specialists. The Board and the Advisory 
Committee were first convened at the 
World Economic Forum’s 2007 Annual 
Meeting with representatives of Alcan. 
American International Group, Capital 
Group. Duke Energy Corporation, Ernst 
and Young, Royal Outch/Shelt, JP Morgan 
Chase. PricewaterhouseCoopers, SUN 
Group of Companies, Swiss Re and 
Tokyo Electric Power as well as UK 
Foreign Ministor David Miiliband, State of 
California Assembly Speaker Fabian 
Nunez, and UNEP Director General, 

Achim Steiner. 


Founding CDSB members: 

California Climate Action 
Registry; Carbon Disclosure 
Project; Ceres; The Climate 
Group; International Emissions 
Trading Association; vVorld 
Economic Forum Global 
Greenhouse Gas Register and 
World Resources Institute 
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Climate Past, Climate Future: Key Findings from the IPCC 


by Dr Michael MacCracken 

in 1 965, the President’s Science Advisory Committee 
warned President Johnson that continuing reliance on 
combustion of coaf, oil and natural gas would cause 
further increases in the atmospheric carbon dioxide 
(CO^) concentration and lead to global warming. In 
1985, scientists and government representatives 
brought together by the World Meteorological 
Organization warned that nations should no longer rely 
on past climatic conditions as a basis tor future 
planning. In 1990, 1995, 2001 and again in 2007. the 
international scientific community — through the 
intergovernmental Panel on Climate Char>ge (IPCC) — 
has prepared scientific assessments regarding human- 
induced climate change that have gained unanimous 
acceptance and approval by the world’s nations. 

The IPCC’s Fourth Assessment Report (www.ipcc.ch), 
even in the very measured tone of scientific discourse, 
makes clear that there is 'unequivocal' evider>ce that 
the climate is changing due to human activities. Near 
surface air temperatures at stations around the globe 
average almost 1 .5'^F higher In the eariy 2T' century as 
compared to the late 19"’ century; changes have been 
larger in higher latitudes, over land, and in winter, and 
smaller in low latitudes, over the ocean, and in summer. 
Tfie effects of these changes include shortening the 
cold season and lengthening the warm season, leading 
to fewer frost days and longer growing seasons: loss of 
snow and sea ice cover; intensified evaporation and dry 
penods that increase the likelihood of wildfires; and 
shrinking habitats for cold-favoring species. 

White the Earth’s climate has always varied to some 
extent, human activities have become the dominant 
influence, overwhelming the influences of variations in 
the Sun's output and major volcanic eruptions. 
Considering all of the possible natural and human- 
induced factors that could be affecting the climate, the 

“Warming of the climate system is unequivocal, 
as is now evident from observations of increases 
in global average air and ocean temperatures, 
widespread melting of snow and ice, and rising 
global average sea fevel.,.. Most of the observed 
increase in global average temperatures since the 
mid-20th century is very likely due to the 
observed increase in anthropogenic greenhouse 
gas concentrations,” — IPCC, 2007 


ircc as^ssment makes clear that only human 
influences could be causing the temporal and spatial 
patten of changes that are now occurring. 

WWIe data provide a solid basis for understanding past 
conditions, looking ahead 1 00 years is a major 
ch^teige. The world is so complex that constructing a 
laboratory model to conduct more than rudimentary 
experim»tts is not possible. Understanding how Earth's 
atmosphere, oceans, land surface and land cover 
interact and have changed in the past does provide a 
good indicatkxi, although great care must be taken wittr 
analogs because of the much more rapid pace of 
human-induced change. Theoretical analyses provide 
m^y insights and constraints — among them that we 
cannot expect to forecast the weather on particular days 
in the future. Ail we can expect is to generate a sense 
about potential changes in the likely statistical 
distributions of future conditions (e.g., likely decadal 
averages of typical summer conditions). As a result, 
projections of future change have had to rely on 
numerical models. These models subdivide the globe 
into many smalt ‘tiles' (or boxes) and then couple them 
together based on the universally applicable laws of 
conservation of mass, momentum, energy and species 
(like water vapor and ozone). IPCC’s 2007 assessment 
report described substantial progress in quality checking 
the model simulations, finding that, for example, they 
quite reasonably represent the latitudinal and longitudinal 
distribution of climate change over the 20*" century. 

To project conditions through the 21” century, 
economists and energy experts have, prepared a range 
of scenarios of how the global population, economy, 
productivity and energy system are likely to evolve, 
Assuming ongoing efficiency improvements and that 
no additional actions are taken to curb emissions of 
greenhouse gas (GHG) concentrations, plausible 
scenarios suggest that emissions of CO;; and other 
GHGs in 2100 are likely to be one to four times greater 
th^ at present, reflecting a likely increase in population 
to 8-10 billion and a significant increase in the standard 
of living (and so in energy use). Even the iowest- 
emission scenario takes the atmospheric COg 
concentration to roughly double its pre-industrial level, 
while the highest ones cause the concentration to 
reach at least three times the pre-industrial level — 
and keep rising. 

Imposing the scenario-based projections of changes in 
GHG concentrations, climate model simulations project 
that annual-average surface air temperatures around 
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the world in 2100 will be roughly 4 to 8"? above their 
pre-industrial levels (about 3 to 7'^F above present). The 
changes will be larger in high latitudes (due to 
reductions in snow cover and sea ice allowing greater 
absorption of solar radiation) and less in low latitudes 
(due to the limiting influence of evaporation of water), 
larger over land areas than over the ocean, and larger 
at night and during winter than during the day and the 
summer. Rapid reductions in emissions and 
stabilization of atmospheric composition over the next 
several decades have the potential to limit the w/arming 
to roughly 4 to 5"F above their pre-industria! level — 
still quite a large change relative to changes during 
Earth's history but hopefully low enough to avoid the 
most detrimental environmental and societal impacts. 


The temperature increase is only the most general 
indication of the changes in climate ~ and indeed in 
the weather — that are likely. Faster evaporation will dry 
out soils and lead to more rapid onset of drought. More 
evaporation will also lead to more intense precipitation 
events and more powerful, rain-dumping hurricanes. 
Warmer conditions will lead to higher snowlines and 
less springtime snowpack, reducing water available for 
irrigation and communities during hotter summers, 
warming oceans and melting glaciers, which have 
already caused sea level to rise about 8 inches in the 
20*^ century, are projected to lead to a further increase 
of perhaps 20 inches by 21 00 — and quite likely even 
more as the warming starts to cause deterioration of the 
Greenland and West Antarctic ice sheets. Evidence of 
the potential for much larger increases in sea level 
comes from study of the last interglaci^ (about 1 25.000 
years ago), when global average temperatures were 
perhaps 1 -2'“F higher than at present — and sea level 
was roughly 1 3-20 feet higher, 


While IPCC projections reflect consensus 
positions in the world’s scientific community, 
recent observations indicate that COj, 
concentration, global average temperature and 
sea level are rising at higher rates than iPCC 
assessments have been projecting. This suggests 
that the magnitude and pace of human-induced 
global warming may be underestimated. 

{Rahmstoit et al„ 2007: Receot Climats Rroler.tions Compared lo 
Observations. Sciencexpress, Mvww.scienoexpress.org, ! February 
2007. 10.n26/scienc.1i36a43). 


As was made clear in the special international 
panel report done for the U.N. Commission on 
Sustainable Development in February 2007 (see 
www.confrontingclimatechange.<^). there is no more 
time to wait — modest changes are already occurring, 
and what was once just a risk of significant climate 
change is becoming a likelihood and soon will be a 
reality. Although there is still much to be learned to be 
able to assist society in adapting to the inevitable 
further changes that will result from past and future 
emissions, failing to act aggressively now will leave a 
legacy to future generations that will require them to 
devote increasing resources to making up for coastal 
inundation and damage from extreme weather — 
resources those generations (our children and 
grandchildren) will have to divert from sustaining and 
enhancing their standard of living. 


— Michael C. MacC/acken is Chief Scientist for Climate 
Change Programs with the Climate Institute in 
Washington, DC. Previously, he was a climate modeler 
and led atmospheric studies at the Lawrence Livermore 
National Laboratory. He then served as executive 
director of the Office of the U.S. Global Change 
Research Program and its National Assessment 
Coordination Office. 







-Vrf -1 . 

w 

V-/ 


.A’ 









138 


4 This Climate Governance Index provides 
an evaluation of S&P500 companies 
responding to the Carbon Disclosure Project 
2007 survey (CDP5). 
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Ranking S&P500 Company Responses to Climate Change 

Climate Governance 
Index 


Today's business and political leaders 
must recognize that Earth’s climate is no 
longer a static boundary condition for 
conducting their affairs. Strategic 
investment decisions now have a direct 
bearing on the climate and the natural 
environment that supports economic 
growth. New governance principles must 
emerge that account for the effect of 
human decisions on the globe, and 
innovative strategies must be developed 
to sustain economic growth while 
reducing the drivers of climate change, 
especially dependence on fossil fuels. 

This will be an intergenerationai challenge 
tfiat causes the planning horizon for key 
investment decisions to expand beyond 
the time that a CEO or government leader 
typically stays in office. While investment 
returt>s typically are pegged to periods of 
five years or less, they often create assets 
— automobiles, appliances, housing 
stock, factories and power plants — with 
life spans from a decade to 50 years or 
more, Even after these assets are retired, 
the greenhouse gases associated with 
them may linger in the atmosphere for 
100 years or more. 

This creates a ‘governance gap’ in 
decision making whereby investments 
made in real time by industry and 
government leaders have century-long 
implications. To bridge this gap, 
corwentional thinking must be turned on 
its head: those pursuing fundamental 
changes in production methods and 
energy use may realize the greatest 
investment opportunities. Ttiose intending 
to carry on with business as usual may 
bear the greatest investment risks and 
liabilities resulting from climate change. 

Since 2003, the Investor Network on 
Climate Risk, comprised of more than 50 
U.S. institutional investors with $4 trillion 
in assets, has supported research on the 
relationshio between corporate 


governance and climate change. In 2004, 
INCH published an Investor Guide to 
C//mafe Risk to serve as an action plan 
and resource guide for asset owners, 
money managers and corporations. This 
report is available at www.incr.com. 

In addition, through Ceres, an investor 
and environmental coalition that serves as 
t!ie secretariat for INCR, two editions of 
Corporate Governance and Climate 
Change: Making the Connection have 
been published, in 2003 and 2006. CDP is 
pleased to have wwked with Ceres and 
INCn during this fCH'mafive time. 

For these earlier reports. Institutional 
Shareholder Services (now a division of 
RiskMetrics Group) created a 14-poinl 
Climate Governance Index to evaluate 
corporate climate change activities in five 
main governance areas; 

¥ Board oversight 
¥ Management execution 
¥ Public disclosure 
¥ Emissions accounting 
¥ Emissions reductions and strategic 
opportunities 

This CliiTiate Governance Index has been 
adapted to provide an evaluation of 
S&P500 companies responding to the 
CDP5 survey, 

Capital Life Cycles vs. Natural Life Cycles 


While investment returns are 
usually based on periods of five 
years or less, they often create 
assets designed to last 10 to 50 
years — and greenhouse gases 
that stay in the atmosphere for 
a century or more 
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See Appendix 1 of this report 
for a complete list of Climate 
Governance Index scores, 
calculated as a percentage 
grade, for S&P500 respondents 
to the CDP5 questionnaire 


RiskMetrics Climate 
Governance Index Adapted 
to CDP5 Report Analysis 

The tables below explain the scoring 
system used to evaluate the responses of 
S&P500 index companies to the COPS 
questionnaire; it has been adapted from 
the RiskMetrics Climate Governance 
index. The points awarded are based on 
disclosure from CDP5 responses {25 
points maximum} and from the 
respondents’ climate change disclosufe in 
their most recent Form 10-K filings with 
the Securities and Exchange Commission 
(three points maximum). 

Board oversight and management 
execution scores {four points maximum) 
are included only for industry sectors 
where a mj^'ority of S&P500 respondcsits 
completed Section B of the CDF’S 
questionnaire. To make scores 
comparable. RiskMetrics calculated a 
percentage grade for each company 
based on the amount of points it 
achieved out of the total points available 
for its sector, up to a maximum of 100%. 


Emissions intensity targets are normalized 
reductions relative to units of production 
or revenue. (Such targets may allow a 
firm's absolute emissions to grow.) 
Absolute emissions targets are set to 
achieve total emission reductions below a 
specified baseline. 

Targets must be company-wide in order 
to receive scores for emission reductions. 
Targets do not have to include Scope 3 
(indirect) emissions from upstream 
suppliers or downstream product end- 
use. in some industry sectors. Scope 3 
emissions are much greater than Scope 1 
(direct) emissions or Scope 2 (purchased 
power) emissions. 

See Appendix 1 of this report tor a 
complete list of Climate Governance 
Index scores, calculated as a percentage 
grade, for S&P500 respondents to the 
CDP5 questionnaire. 



Board 

Oversight 

Management 

Execution 

2 

2 


^Section A & 8 Companies — Disclosure andppp,ortunities''f 


Risk Disclosure j 
(6 pts. max.) 

Emissions Disclosure 

(4 pts. max.) 

Commercial 

Opportunities 

Regulatory 

1 Physical i 

Scope of Emissions Accounting 

(# opportunities listed: 

CDP[ 10-K 

|CDP 

10-K 

1* 

2* 

3’ 

Global only 

1 if1,2if2, 3if>=3) 

2 1 2 

1 

1 

2 

; 1 

1 1 

2 

1-3 


- I'tSection A & B Companies — Efficiericy and Renewables , 


Efficiency/Renewables Targets 

Energy Efticiervcy (pick one, two pts. max) | Renewables (pick one, two pis, max) 


Facility 

Region 

Company 

Facility 

Region 

Company 

1 

1.5 

2 

1 

1.5 

2 



. - SectiOri A & B Companies — Emission Targets 

Target Type 

Emissions Ret 

<1%/yr 

uctions** (7 pts. max.) 
1-2%/yr 

>2%/yr 

Intensity 

1 

2 

3 

Absolute 

5 

6 

7 


"Scxspe 1 = direct einissio.ns: Scope 2 = pu.'chaseo powe' eirtiss’ons; Scof;e 3 - mdirfic;! emi'isiunr, 


“Annualized emission reduction figts-es are cj^ciriaiec! as follows; Tolai tar^el percentage reduction / Total 
^eduction prowam years (target year - baseline year = .reduction program year.s) To account tor 
cQ.Tioanies with second-gerreralior* targets, emissions reducfioris acfutiveci m earlier periods iotlen v.iih a 
1Q90 bas^ine) zre summed with sscard-gene-ralion amission targets !fj Ooterinine a proieclea combined 
percentage mclucUott in emissions Irom the original baseiit* 
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Climate Governance Index Top Company Scores by Sector 


o 




Climate Governance Index Average Sector Scores by Component 



“It can take over two decades 
for newly commercialized 
vehicle technology to be 
incorporated into the vehicle 
fleet actually on the road. 
Improvements in building 
efficiency are made slowly — 
because buildings can stand for 
many decades, and retrofitting 
efficiency steps such as 
increased insulation and better 
windows can be difficult and 
costly Power plants and 
industrial facilities often last 50 
years or more, limiting the rate 
of capital turnover in these 
sectors. Achieving any 
significant increase in efficiency, 
shift in fuels used, and capture 
of COy emissions for storage will 
require major changes over 
decades to vehicles, buildings, 
industrial plants, electric 
generation facilities, and 
infrastructure." 

— "Hard Facts about Energy,” 
National Petroleum Council, 

July 2007 
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G U E S T C- O M:M E N T A R Y 


Factoring ESG in Investment Analysis: 

Carbon Disclosure Project Helps Set the Standard 


by Jane Ambachtsheer and Craig Metrick 

The success of the Carbon Disclosure Project (CDP) 
speaks to the increasing attention paid to climate 
change by the world’s largest corporations. But equ^ly 
important and impressive is the commitment by many 
of the world's largest investors to address the impact 
of climate change on their portfolios. Integrating 
environmental, social and governance (ESG) issues into 
corporate engagement and stock selection is now a 
trend that the CDP has helped to create. 

Increasingly, the institutionalization of ESG factors by 
institutional investors and asset managers occurs 
because issues such as climate change pose real risks 
and business opportunities, not just moral and ethics 
concerns. As evidence of climate change and models 
of its impact are further established, it becomes clearer 
that climate change will have real long-term impacts on 
the physical and financial future of investment 
beneficiaries, in this light, the moral perspective 
coincides with the financial one — reinforcing the 
fiduciary aigument for considering ESG factors within 
the investment and ownership processes. 

In April 2006, a set of global Principles for Responsible 
Investment (PRl) was launched by the United Nations 
Secretary General at the New York Stock Exchange 
after a year-long process led by the UN Environment 
Programme Finance Initiative and the UN Global 
Compact. The PR! provide a valuable framework for 
ESG integration and include six broad principles and 
suggested actions,' alt of which are designed to 
encourage and promote the integration of ESG factors 
into investment processes. At the time of launch, 
owners with more than S10 trillion of assets under 
management had signed up to the principles, with 
mote than 220 signatories (40% asset owners. 40% 
asset managers and 20% professional service 
partners). 

Synergies between CDP and the UN Principles 
for Responsible Investment will enhance 
corporate disclosure on climate change and 
make data more accessible 


Tbe PRl has also formalized a detailed assessment 
review that seeks to demonstrate progress and change 
in mainstream practices ~ both key factors for 
mantaining the credibility and legitimacy of the 
initiative over time. 

As part of the first PRl assessment review process, 
scHTie excitirrg trends and innovations were identified 
that highlight the various ways environmental factors 
are being integrated into how institutional investors and 
their agents oversee the management of their 
portfolios. 

Mercer sees important and encouraging synergies 
between the CDP and the PRl. The first two principles 
under Uie PRl commit signatories to consider ESG 
issues in their investment and ownership decisions. 
There are many ways this can be done. Signatories 
have an opportunity to formalize their own ESG 
considerations and/or encourage their managers to do 
the same. The thorough and compatible nature of 
responses makes CDP an idea! tool for complying with 
these principles. Moreover, the development of a user- 
friendly database housing responses by the CDP 
secretariat will make more accessible the current and 
historical responses to the CDP questionnaire. 

Through Mercer’s work with PRl signatories and our 
investment manager research, we know that 
investment analysts are increasingly building 
sustainability criteria into valuation models and 
investment standards to support their search for alpha. 
Sell-side firms and an increasing number of 
mainstream investment managers are also finding it 
useful to reconcile climate change Indicators with 
financial criteria in their research processes. 

Previously, this was the domain of managers 
specializing in socially responsible mandates. Now the 
PRl, CDP and othere are encouraging increased uptake 
of climate-specific and ESG data by the broader 
investment community through education, research, 
provision of infomnation and collaboration. 
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Jane Ambachtsh e ...e r and Craig Metrick 


Another PRi principle (# 3) requires investor sighatones 
to encourage portfolio companies to further disclose 
information on ESG matters. Again, GDP offers a way 
to fulfil! this requirement. Signing on to the GDP grows 
the assets represented by the initiative and applies 
more pressure to companies to respond, while sliding 
market signals that investors want companies to 
consider climate change in their strategic policies, 
planning and disclosures. The results arni responses 
of CDP demonstrate the growing success of 
this approach. 

The risks and opportunities related to climate change 
have now been documented, and investment 
managers and asset owners around the world 
increasingly have internalized the 'investment case' 
for proactive responses to the issue. As a result there 
are now hundreds of sustainability 'branded' funds 
available in the market globally, launched and managed 
by a combination of mainstream and specialist 
investment firms whose products are available to both 
retail and institutional investors, 

There are various investment strategies that 
sustainability funds might adopt, such as negative 
screens to eliminate exposure to high-polluting sectors 
and companies within those sectors. Other strategies 
include a best-in-ciass approach that is undeipinned 
by a sustainability ‘rating’ of companies. These funds 
overweight highly rated sustainability companies and 
underweight those with poor ratings. Mother quickly 
growing category of emerging investment products 
involves clean technologies. These funds often include 
both listed and private equities (and sometimes real 
estate and other asset classes}, and focus on 
generating alpha by investing in the companies that will 
be winners in the global shift towards a lower-carbon 
economy, 

Despite the flurry and seeming appeal of sustainability 
funds, there are still relatively few examples of 
mainstream investment managers who have formally 
integrated ESG criteria into the core stock selection 
and value enhancement of their traditional fund 
offerings. Fortunately, the outlook is improving. 
According to a recent PRi assessment, more than half 
of asset owners adhering to the principles in some 
way, now assess the capacity of managers to integrate 
ESG considerations.- Request for proposals and 
investment management agreements are addition^ 
indicators of hov; and to what extent the investment 
community views ESG issues as important. 


More than half of asset owners supporting the 
PRI now assess the capacity of investment 
managers to integrate ESG considerations into 
their research 

Expect to see more progress and examples of 
investors and investment managers integrating ESG 
factors into valuations and the identification of future 
investment opportunities. Initiatives such as CDP and 
the PRI will continue to bolster this trend, while 
encouraging collaboration, fiduciary responsibility and 
flexibility in approaches, 

— Jane Ambachtsheer and Craig Metrick are with 
Mercer Investment Consulting's global Responsible 
Investment business. 

MERCER 

investment Consulting 

■' See www.unpri.org. 

’ See wwww.unpri.org/repOfi07/ 
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5 Disclosure of GHG emissions by CDP5 
respondents in the S&P500 jumped from 
54% to 65%, but the completeness of reporting 
still varies widely by sector. 
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Disclosure of 
Greenhouse 
Gas Emissions 


Corporate tracking and disciosure of 
greenhouse gas emissions Is one of the 
most basic elements of climate change 
reporting — and one of the most difficult. 
As companies enter this process, they 
must decide which GHG emissions to 
track and the scope and rotation of 
emission inventories. Baselines must be 
set to track emissions trends over time, 
and accounting procedures must be put 
In place to adjust for acquisitions, 
divestitures and joint ventures that affect 
aggregate emissions totals. To ensure 
accuracy and consistency of reporting, 
companies need to carefully document 
their accounting assumptions and data 
collection methods, which may evolve as 
reporting standards are refined. 

Fortunately, companies do not have to 
figure this out a!! on their own. Since 
1999, the World Resources Institute and 
the World Business Council for 
Sustainable Development have convened 
an open, international, multi-stakeholder 
effort to design and promote an 
international protocol for reporting GHG 
emissions. Respondents to the CDP 
questionnaire are urged to use the 
‘Greenhouse Gas Protocol’ that this group 
has developed. 

Among this year’s S&P500 respondents: 

¥ 65% (1 75 out of 269 responses 
analyzed) reported their GHG emissions, 
a sizeable jump from 54% of CDP4 
respondents. Of the companies that 
reported, 146 agreed to make their 
©missions figures public. 

¥TTte largest proportion (150 
respondents) reported Scope 1 (direct) 
emissions; a somewhat smaller 
proportion (1 33) reported Scope 2 
(purchased power) emissions; and a 
much smaller number (43) reported 
Scope 3 (indirect emissions) 


Cateulafing the ‘ca'bon footprint’ of a 
company^ operations — ^ the way from 
upstream su!::^>liers and energy provider 
through downstre^ customer end-use of 
products — remans one of the most 
vexing challenges of cart>on emissions 
accounting. Until there is greater 
consistency in disclosure in each industry 
sector, with c!^ boundaries set on 
declaring direct and indirect emissions, 
comparing company disclosures will 
remain largely an ‘apples-and-oranges‘ 
exercise. 

Emissions Reporting by Scope 

S&P500 companies reported 2.013 million 
tonnes of COje emissions, although they 
did not break down 70 million tonnes of 
this amount by scope. Of the amount 
broken down, two thirds — or 1,304 
million tonnes — were in the GHG 
Protocol Scope 1 category of direct 
emissions. Another 1 1 % — 211 miillon 
tonnes — were Scope 2 purchased 
power emissions. The final 22% — 

429 million tonnes — were Scope 3 
indirect emissions. 


In all, S&P500 respondents to 
the CDP5 survey reported an 
aggregate total of 2,013 million 
tonnes of carbon dioxide 
equivalent (C 02 e) emissions, 
equivalent to about 6% of global 
annual GHG emissions 
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Emissions totais would change 
dramatically If more oil, auto 
and durable goods companies 
included Scope 3 indirect 
emissions in their carbon 
footprints 


Companies sometimes reported only a 
global emissions total, vwth no furth«' 
detail. Most often, they did not include 
Scope 3 amounts in their reptxted global 
total, while some reported only partial 
totais, excluding some regions or 
countries, 

¥ Scope 1: ^ong S&P500 respondents, 
etecfric utilities dominated Scope 1 
(direct) emissions; these fimis 
accounted for nearly three-fifths of the 
total. Energy companies accounted for 
anoth©^ quarter of these emissions, 
while the Materials sectw asntribufed 
12 % of the total. 

¥ Scope 2: Reporting of ©nissions from 
purchased power was mc»e evenly 
distributed among the industry sectors. 
Materials compani^ accounted for 
more than one-third of these emissions, 
followed by Energy (17%) and 
Consum©- Staples (12%). 

¥ Scope 3: Only a small proportion of 
respondents reported on their indirect 
emissions. Of these, emissions from 
business travel were most commonly 
reported (31 respondents). Just five 
firms reported on emissions from their 
preducts. Two w©e of particular note; 
Chevron, with 395 million tonnes from 
customer end-use of its products: and 
Citigroup, with 21.3 million tonnes 
reported from new capacity at fossil- 
fired power plants it has financed. Four 
respondents reported on supply chain 
emissions, and three on emissions from 
logistics and distribution, 


Emissions totals would change 
dramatically it more oil, auto and durable 
goods companies included Scope 3 
indirect emissions in their carbon 
footprints. However, this would also lead 
to a problem of double counting of 
emissions, since, for example, oil and 
auto companies might both account for 
the fuel used in vehicles. 

Emissions Reporting by 
Sector 

Emissions disclosed by S&P500 
respondents varied significantly by sector. 

¥ Utilities reported 821 million tormes of 
CO:,e emissions, about 40% of the total 
reported by alt sectors. Of this amount, 
764 million tormes, or 93%. were 
reported as Scope 1 (direct) emissions. 
These Scope 1 emissions from utilities 
represent 59% of al! such emissions 
reported by S&P500 respondents. 

¥ Energy companies had the second 
higtiest amotint of aggregate reported 
emissions for any sector, with 739 
million tonnes. TTie overall figure is 
heavily skewed by Chevron's response, 
however, whose Scope 3 (indirect) 
emissions accounted for 53% of the 
emissions reported by all Energy sector 
respondents. Had the other 
respondents in this sector made similar 
disclosures of their estimated Scope 3 
emissions, they would have far 
outranked Utilities in terms of aggregate 
emissions totals. 


TUp Emitting Scetwti by Soop» 



Uiiliiies 


Energy 


Materials 
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¥ Materials came in a clear but distant 
third in terms of aggregate emissions, 
with 241 million tonnes reported. Both it 
and Industhais — the next highest 
emitting sector with 65 million tonnes 
aggregated emissions — had Scope 1 
emissions roughly twice their Scope 2 
amounts. 

Among the six remaining lower emitting 
sectors, Consumer Staples, information 
Technology and Telecommunications 
companies stood out for having Scope 2 
emissions significantly higher than 
Scope 1 emissions, while Consumer 
Discretionary and Health Care firms 
reported largely equivalent amounts of 
Scope 1 and 2 emissions. For ail these 
firms, energy efficiency programs are 
most likely to improve their emissions 
profiles, with a positive impact on their 
bottom lines, given rising energy costs. 

Emissions Intensity by Sector 

Another useful gauge of respondents’ 

GHG emissions is to measure their 
Scope 1 and Scope 2 emissions against 
the firms’ annua! revenues: this provides 
a measure of their emissions intensity of 
production. For the most part, industries 
with higher absolute emissions also have 
higher emissions intensity rates. 

Not suiprisingly, the Utility sector ranks 
far above all others in emissions intensity, 
because its revenues derive iargely from 
combustion of fossil fuels to generate 
electricity. Respondents in the Materials 
and Energy sectors have emissions 
Intensity ratings that ara only about one- 
fifth and one-tenth that of the Utility 
sector, respectively. However, the Energy 
sector’s intensity rating would exceed that 
of the Utility sector if Scope 3 emissions 
from customer end-use were taken into 
account. Except for Industrials, ail other 
sector respondents in the CDP5 survey 
have average emissions intensity ratings 
of less than 1 00 tonnes of COj,e per dollar 
of revenue generated. 



Top Carbon Intensity Sectors 


I 

s 

i 
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s 


Energy 


Meteriels 



! 

o 


» Emiselcine 
* intensity 


Lowest Carbon Intensity Sectors 
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Carbon Intensity by Sector 


Sector 

S&P500 Hespondents Em^stens* 


Utilities 


3,842 

Highest 

American Electric Powk" 

145.400,000 

11,520 

Lowest 

FPL Group 

4,914,112 

313 


S^tor Response 24Q,SflS,247 

UMliill 

Highest 

United States Steel 

48,500.456 

bebh 

Lowest 

Eccrfab 

294,872 

60 

Energy 

Sector Response - ' ' ' ' 

343.304,073 

• 377 

Highest 

Occidental Petroleum 

16.220,000 

474 

Lowest 

H^liburton 

3.150,000 

140 

industrials 

SfKttdr Response : . 57,1 ^ 

'■T04 ' 

Highest 

3M 

6,540,000 

285 

Lowest 

Rockwell Automation 

169,163 

30 

Consumer Staples 

Sector Response ■ 44.-&84iQ09- 

• ' 100 

Highest 

Kimberiy-Glark 

6.849,439 

409 

Lowest 

Altria Group 

513,453 

7 

Consumer Discretionary 

' Sector Response ■ . 38,-?36,7^L' 


Highest 

Ca-nivai 

9,005,483 

761 

Lowest 

Nike 

77,684 

5 

Health Care 

^ Sector ResptMtse '' T3;8^£)v1'f'1: 


Highest 
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Lowest 

McKesson 

42,248 

0 

Information Technology 

Sector Response 


Highest 

Corning 

1 ,002,457 

194 

Lowest 

Microsoft 

152,600 

3 

Telecommunications 

Highest/Lowest 

Verizon 

7.171,103 

81 

Financials 

• Sector Response 


'Msb.'iw 


Highest 

Simon Property Group 

574,976 

167 

Lowest 

Freddie Mac 

41 .000 

1 


^ Scopes 1 iSor tolM giobol emliisium wfxvo corripumes reportod only a KOI ligiife: tonnes CO^e. 
'■ .i:m/ss/ons total notod sbow rfMOao by annual revenue. 

























149 


Greenhouse Gas Emissions 


Top Emitting Companies by Sector 



S&P500 

Scope 1212 
EmtesSons’ 

Emissions 

trrtensity^ 

OisGtosum i 

Sector 

S ipo 1 


Scope 3 1 

ResjKwsdents 



aigiBag^itB3M« 

&. , ty 

msM\ 


Exxon Mobil 

158,800,000 

474 

✓ 

✓ 

HH 

■1 




Chevron 


321 

✓ 

/ 

/ 




Energy 

ConocoPhillips 

62,289.206 

372 

✓ 

/ 






Marathon Oil 

19,590.000 

327 

/ 

/ 








918 

✓ 

/ 









✓ 
















Utilities 

Duke Eh«gy 

iiinrTi"T~'Tii 

8.481 

✓ 





■RB 





/ 





hbb 



— aagjitBgil 

5.«» 

limBBB 

IBIHHHi 

IBH 

mHB 

bhbh 

M— i 


Alcoa 


1.978 

/ 

/ 




hbb 


United States Sfeet 


3.086 

✓ 

/ 




BRH 

Materials 



^7 

✓ 

/ 




^^H 




2,034 

✓ 

/ 




RRR 




871 

/ 

/ 






Wal-Mart Sttws 



✓ 

. y :..• 






Kifnbsily-Clark 




/ 





Consumer 

Staples 

CoestCola 



- ✓ 

/ 




✓ 

Anheuser-Busch 

3,032.000 

wmiamm 

✓ 

/ ' 






Procter: &. Gamble 

2.mo0o 

42 

(ct^nUned) 






General Motors 

n.021.420 

53 

- ^ 







Carnival 

9.t»5.483 

761 

__ 


flflfli 

BBBI 

■bbr 

BBH 

Consumer 

Discretionary 

Ford Motor 

6,800,000 

42 



bbh 

RRR 

Hi^H 

RBfli 

target 

2.634,300 

44 



HflH 

bbb 

HflIflIH 

flBH 


Jfjhnson Controls 

2,497,804 

77 

✓ 

- 




- 


arterktSUBWe ■' 

10.835.295 





nm 

MsgteMhaitti 

WBSSm 

IBBMWWBI 


Wtefl Parcel Servtcas, 


155 

✓ 

/ 





• jrKfasirlats; 





/ 






' .iwted.lWftvt^ggres' ; 

1 •. 

mm.! 

/ 





, ', / 


;p«ttei^)ll}ac' 

2,343,115 

t4l 







Telecoms 

Verizon Coittmunicatlotts 

■■EfloOBIS 

81 

/ 

✓ 

nnm 

HH 

HHflR 

BRR 



3S70.0P0 



BRUSH 

bbh 

BBBBI 


IBMBH 

tntormisftion;. 

Teonnofogy; 

' Ini’) BusihetraMeicrilries;:' 

2,^4.361 

31:'^ 


BBHHi 

HH 

^sbsssm 

ISMMSMISi 

aiHBB 

' l^siAifett^'HacKsrd 

1.S98.5t» 






‘.-K ....V;: 


Comh9> : , ■ ■ 


184 

iiimHH 

HIEBBi 

B^W 





Xerox' 

flHBuSSI 

28 

/ 







Pfizer 


50 

/ 

✓ 




/ 


Eit L.i!iy 

HE^^EI 

1-16 

/ 

/ 





Health Care 

Merck' 

HBBESESSI 

51 

✓ 

/ 



/ 



Wyeth 

HUES^SI 

54 

✓ 

/ 



flHRBfll 

:HHB 


Bristol Myers Squibb 

HKSB&ESi 

56 


imm 



RH^H 

/ 



— fiigigRai 

: ' # 

✓ 


✓ 



VT , 



MB’PJiKggj 

- IS. 

✓ 






Fii 



m 


' 








.: .167 

/ 

•f ': ■ 







igagEB 

1.1 

✓ 







H-niissionx sro tor psriixf ondtiifi in 200^. unless atherwisa loolnoied. 

’■(■rnissions torn! (Scopes 1 & 2 or tclal giotat etnissiors whew compsn-'OS.i^porteifor^-stoial^iti^stvidedbyennuslfBvsnua. 
^Bnvssions eeporting year ending m first hsilf of 2007 
^Emissions ‘sporting year 2005 
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transportation. But an estimated 
world’s cropland would need to be devoted to 
to offeet a billion tons of catoon 
CorTi-based ethanol has already contilboted tolc^ . 
price increases. In Southeast Asia, . 

for palm oil plantations to produce biodiesel, harm 
habitat and primates, and release a huge carbon pulse 
i'^-edibie ceiftilose fibers offe" mrxe long-term 
p»tim^;fatit burning anything generates pjdlutkHt.. - 


Some proposed solutions — such as 
corn-based ethanol, clean-coal technology 
and nuclear power — still face considerable 
obstacles. A life-cycle analysis can help avoid 
unintended consequences. 


Life cycie analysis : : - ^beetis^ and ash borers wtih warmer w^toro: 

, A life-cycle analysis {WP^ of practici^ and increased wildfires from reduced winter 

help separate solutions, for near-twmack^tion:JK»n: \ . •'anpwpqck, hot dry summers, and pest oaroai 
those warranting further study. Those meeting imrttipte . . 

goals of adaptatiori and mitigation — aid havirrg health. : WUdIfre Sind livestock. Spread of diseases. [ 

environment^ and economic c^benefits---nseto.ttje:-,:. .• losses from heat waves, drought and winter .1 

\top..dfth'e.|iSt,::'; . ■--■■■■ 'stonns ■■ ,■ 

Gonservation and efficiehQy.'can halve energy demand. ' Marine liu?; u':;roi ;v :d 

Decreased vehicular miles traveled, irr^rovedpu disease, harmful a’aai btooms and ‘dead zom 

trartsportaiidpKig‘in.hybndsvi«Thfa©tter batteries can^.. 

v'^tp rfieet'tranaportation goals. Forthebuilt ^ - Dnnkinij water: M’:u,ici?a w:-iTer qu;jii;v from 

.environment,. igreen bufldlngScfirooftop^gardens, biking : ..eft* droughts and floods; water scarcfiy lhal 
-.■paths»aid:fsmstftuit>^ vi^l:CnaatebealB«at.' '' 

dtlas and enteipises tocused (»i innd^t^ .. 

Jtoptimized swrtches and meters, and technofetglw^:fe«jvvr:^ ■ 

'•'idlstnbUted power generation, including cogen«a^'r;:;.>,?r4j-vs^ 

' 'and^atdefis, c^'.cohstitute a resilterrt. 'smaftr^f^'ssfsivoiii?^ 

'heslihg’' i3rfd— 'iihproying adaptation and mitigation. To 

•;pow 8 rflie':titility.ghd', solar therms arrays' in the Souths.::,' 
we 8 t,:wind:farms in the Plains states and geothermalJn 
## .V'/est could replace fossil generating stations, . , 


Security and conflict: Regional conflicts 
^wned ®ood. v/atsf and resource 
ishdrtagei^^gary.ptotec.tton.ofnatumf.'^''^^ 

fcnergy sector; - - * "i . .v • 1 

stomisf thama! p^ant shutdowms loo ? 
warm/too kttle cooling water; subsidence, of 


Allot this will take time and money.. But aligning. • 
investments., loans and underwriting with regulations , 
and rewards and, removing financial and bureaucr^, 
'disincentives’.^cah create the foundation ^ 
healthy, environmentally-sound, low caibon ecopi^y.;,,. 


— K Paerf R Epstein, Mp., is AssodatB^^^c^r 

of the Center for Health and 'the dobai Envmnment af 

Harvard Medical School. 


liicome; markets. 
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6 The rate and quality of clinnate disclosure 
among S&P500 Index CDP5 respondents 
varies across and within industry sectors. 
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Climate Disclosure 
Practices 


Perhaps surprisingly, the most 
sophisticated climate risk analyses are 
not limited to the heavy GHG emitting 
sectors for which regulation is widely 
anticipated. Companies in the Consumer 
Discretionary, Consumer Staples and 
Financial Services sectors provided high 
quality CDP5 responses that often 
discussed indirect regulatory risks and 
direct or indirect physical risks. The 
Utilities sector is a leader in terms of the 
quality of regulatory risk disclosure. By 
contrast, companies in the Energy, 
Industrials and Materials sectors — ail of 
which are likely to be exposed to future 
climate change regulations — provided 
comparatively limited and variable risk 
disclosure in their CDP5 responses. 

To further analyze respondents’ climate 
change disclosure practices, a review of 
Form 10-K securities filings also was 
conducted. In these filings, companies 
are required to disclose competitive, 
regulatory, legal and environmental risks 
that may have a material impact on their 
operations and/or financial condition. 
Form 10-K disclosure on climate change 
was rare across all sectors, and 
predominately limited to regulatory risk. 

While S&P500 respondents were more 
forthcoming with information about 
regulatory and physical risks in their 
CDP5 responses, discussions of ‘materia! 
impacts’ were also rare. As expected, 
Utilities are most likely to state that 
climate-related regulation could 
potentially have a materia! effect on their 
business: yet only one utility and two 
other firms actually used the word 
‘materiality’ in addressing climate change 
risks in their CDP5 responses. 
Nevertheless, 219 firms across ail sectors 
acknowledged the possibility for some 
climate-related risk, and many slated or 
implied that such risks have the potential 
to be “substantial" or “significant." 


CONSUMER DISCRETIONARY 

The Consumer Discretionary sector 
responses indicate that physical risks 
are a greater commerciai risk than 
regulation, except for tiie automobile 
manufacturers. The automakers are the 
only firms in this sector to discuss 
climate change impacts in their Form 
10-K filings. 

CDP5 Disclosure 

Regulatory risk 

Few companies in the Consumer 
Discretionary sector expressed concern 
about climate-related regulation. By way 
of explanation many noted that regulation 
does not currentiy target their business 
line, that they are not direct emitters of 
greenhouse gases, or that their energy 
consumption and/or GHG emissions are 
relatively low. 

Bed Bath & Beyond acknowledged that 
ail of the non-climate risk factors 
mentioned in its Form 10-K “can 
conceivably be impacted directly or 

Risk Oisckisurs by Sector 


Companies in the Consumer 
Discretionary, Consumer Staples 
and Financial Services sectors 
provided high quality CDP5 
responses that often discussed 
indirect regulatory risks and 
direct or indirect physical risks 



S CDP - Peguliitciry/Physica] 
B 1 0K - Any Climate Pisk 
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7*\Tb view individual company 
responses to CDP5. please visit 
www.cdproject.net 


indirectly by climate crfiange," however, 
the potential risks are not unique to its 
company operations, it said. Carnival is 
one of the few firms with operations that 
do result in unique risk exposure, 
because it is sut^ect to changing 
regulations t^sed on the jurisdiction of 
ports of call. 

Despite the sentiment that regulation wili 
have tittle direct effect the Consumer 
Disoetionary s«;tor, nine firms explicitly 
stated that regulation could result in 
increased energy costs; others mentioned 
increased c^wating costs more generally. 
Several companies expect that regulation 
or increased wergy costs could affect 
ther supply chain, cost of raw materials 
or cost of transport. 

Johnson Controls was the sole company 
in this sector to find the impacts of 
climate-related legislation to be 
overwhelmingly positive for its enetgy- 
efflciency products and services. 
Nonetheless, the company stated that a 
patchwork of state and local regulation 
was a burden on its operations. Nike 
reported that it addresses the problem of 
var^ng regulations by applying the most 
stringent regional standard to its global 
operations. 

Physical Risk 

Most firms expressed more concern that 
the physical ramifications of climate 
change could pose a business risk, but 
also feit this risk is not sector-specific. At 
least six firms noted that their emergency 
preparedness plans mitigated their risk 
exposure. In addition. Bed Bath & 
Beyond. Nike and a third unnamed firm 



# companies 


felt that their store locations in diverse 
geographical areas buffered their risk 
exposure. Companies including Nike and 
Black & Decker mentioned that supply 
chain redundancy insulated them from 
risk. 

A few companies faced unique risks from 
the physical impacts of climate change. 
Starbucks was concerned about the 
physical impacts on its coffee growers. A 
cable programming company said it could 
foresee programming interruption from 
severe weather events that affect satellite 
providers, which would result in lost 
advertising revenue. Tourism-related 
enterprises also cited some 
vulnerabilities. Although The Walt Disney 
Company stated that it had not identified 
any materia! physical risks, it did 
acknowledge that extreme weather could 
affect tourism at its theme parks and 
perhaps cause damage to its extensive 
outdoor physical infrastructure. Carnival 
and Starwood Hotels & Resorts 
Worldwide both noted that extreme 
weather could destroy ports or other local 
infrastructure, transform the outdoor 
environment and keep tourists away from 
certain destinations that are dependent 
on outdoor activities. 

rimaframe 

Office Depot was one of the few 
companies that provided a timeframe for 
the physical risk impacts. The company 
stated that it Is already affected by 
hurricanes but that the time frame for sea 
level rise is hard to predict. 

Materiality 

Only General Motors indicated in its 
CDP5 response that climate change 
regulation is a potential material risk to 
the company. Nine other firms in this 
sector stated specifically that regulation 
was nor a materia! risk to their operations. 
No firm stated that physical impacts of 
climate change posed a material business 
risk, and six firms explicitly stated that the 
risk was not material. 

Form 10-K Disclosure 

With the exception of automobile 
manufacturers, none of the CDP5 
respondents in the Consumer 
Discretionary sector included a climate 
change discussion in their 2006 
Form 10-K filings. 

The two automobile manufacturers, 
however, Ford and General Motors, 
report at length about cuirent and 
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pending ciimate-related regulation and 
litigation. Fo«J provides a comprehensive 
iitany of reguiatory and legal activity, and 
notes that its ability to comply may be 
constrained by changes in consumer 
demand. Ford recounts vehicle specific 
regulation including California Assembly 
Bill 1493 that tasks the California Air 
Resources Board with tightening 
greenhouse gas emissions standards for 
light-duty vehicles starting with 2009 
models, the Bush administration’s request 
for the U.S. Congress to provide the 
needed authority to reform the current 
Corporate Average Fuel Economy (CAFE) 
standards, and the UK’s vehicle excise 
duty and company car tax implemented in 
2001 . which other EU member countries 
plan to adopt. Ford says it also faces risk 
from litigation, including petitions in the 
United States for judicial review of the 
light truck CAFE standards, and a public 
nuisance lawsuit by the State of 
California, alleging that the state has 
sustained global warming damages from 
automobile manufacturing. 

General Motors is similarly concerned 
with government regulations, noting that it 
may have to severely restrict its product 
offering to comply, or failing that, it may 
face laige civil penalties. Either scenario 
may result in “substantial adverse 
impacts on GM operations, including 
plant closings, reduced employment, and 
toss of sales revenue,” GM says in Its 
Form 10-K. 


CONSUMER STAPLES 

As noted in their CDP responses, four 
companies face current climate 
change-related regulation in the 
European Union, and 13 face physical 
risks from possible climate impacts on 
agricultural commodities. However, 
none identified these as material risks 
in their Form 10-K disclosures. A small 
number of firms in this sector state in 
their CDP response that sales could fall 
if consumers purchase fewer 
discretionary items. 

CDP5 Disclosure 

Regulatory Risk 

Two firms, Altrla Group and Molson 
Coors Brewing, will begin participating in 
the European Union Emissions Trading 
Scheme (EU ETS) startirrg in 2008. 
Kellogg and William Wrigley Jr. both pay 
the UK Climate Change Levy. No other 
company in this sector is directly 


regulated, but Coca Cola, General Mills, 
H.J. Heinz, Reynolds ^n^can, Sara 
Lee and Wal-Mart Stores ^1 expect to 
be indirectly affected by hiture regulation 
through increased energy costs. 

Physical Risk 

With regard to impacts and mitigation 
strategies for ph^ic^ risks, the 
Consumer Staples sector and the 
Consumer Oscretions^ sector look very 
similar. Five companies referenced their 
standard emwgency prtanning procedures, 
and two others noted that their facilities 
were not located in Icnv-lying or coastal 
areas. 

Several companies in this sector are 
dependent on water and/or agricultural 
commrxiities, and they are cognizant of 
the risks climate change poses to their 
supply chan and business model. Altria 
Group, Anheuser-Busch, Coca Cola, 
Colgate-Palmolive, General Mills, H.J. 
Heinz, Kimberly-Clark, Molson Coors 
Brewing, PepsiCo, Sara Lee and 
William Wrigley Jr. and two others that 
declined to make their response public all 
noted the existence of climate change- 
related physical risks. Sara Lee also 
noted the potential for reduced availability 
of petroleum-based plastics for 
packaging materials. 

A small number of companies provided a 
high level of detail in their risk evaluation, 
including Molson Coors Brewing, which 
discussed the major physical risk each of 


Consumer Staples Sector Climate Risk Disclosure 


Several companies in the 
Consumer Staples sector are 
dependent on water and/or 
agricultural commodities, and 
they are cognizant of the risks 
climate change poses to their 
supply chain and business 
model 



# companies 
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For the Energy sector, GDP 
disclosure is much more 
substantive than Form 10-K 
disclosure 


its facilities faces, and William Wrigley 
Jr., which evaluated ttte impact of low', 
mid- and high-range dimate change 
scenarios on its operations. The company 
predicts that mid-range changes would 
primarily have a “minw impact” on energy 
supplies and costs. It does not think that 
very dramatic, high-range weather shifts 
are v&y likely; however, ttils scenario 
could reduce its supply of raw ingredients 
as weit as sales if cixisumers reduce 
consunw discrettonay purchases. 

Timefrsme 

Firms in this sectw generally do not 
attempt to determine a timeframe for 
climate change risk. PepsiCo states that 
it considas both near and long term 
risks, but it does not elaborate further. 

Materiality 

White many companies indicated the 
potential fc»‘ significant business impacts 
from extreme weather or other related 
events, which would reasonably be 
viewed as material, only Coca Cola 
Enterprises actually stated that “Qlobal 
or regional catastrophic events... could 
have a material Impact on our sales 
volume, cost of raw materials, earnings 
and financial condition.” 

Form 10-K Disclosure 

The Consumer Staples sector was quiet 
with regard to climate change risk in its 
Form 10-K disclosures. Only Kellogg 
referred to its climate related emissions — 



not in its Form 10-K, but in the company 
Annual Report. Kellogg simply stated that 
it is a member of the U.S. Environmental 
Protection Agency's Climate Leaders 
program, and that it is committed to 
reducing its GHG emissions. 


ENERGY 

For ttie Energy sector, CDP disclosure 
is much more substantive than Form 
10-K disclosure, which focuses 
exclusively on regulatory risk. Only 
one gas and ol! services company 
mentioned climate change in its latest 
10-K filing. 

CDP5 Disclosure 

Regulatory Risk 

The Energy sector consists of oil and gas 
exploration, production, refining and 
transport firms as well as oil rig operators 
and other product and service providers 
to the oil and gas industry; most face 
current or near-term risk from GHG 
regulation. All firms in this sector mention 
some type of regulatory risk In their CDP 
response. The oil and gas producers 
generally provided more sophisticated 
risk analysis than did the oil and gas 
service providers. Three of the services 
firms explicitly state that regulatory risk is 
not expected to be material. The oil and 
gas producers are more likely to 
anticipate a potential adverse impact, but 
many state that the extent of the impact 
cannot be reliably estimated. 

ExxonMobil notes that regulation has 
always been a risk factor for the oil and 
gas industry and states that policy 
developments could affect the viability of 
its long-term infrastructure investments. 
Devon Energy and Ei Paso noted that 
regulation or changes in consumer 
behavior could reduce demand for 
fossil fuels. 

At least one firm views natural gas as a 
hedge against the impact of future carbon 
regulation. Anadarko Petroleum states 
that its portfolio is “relatively balanced’’ 
between oil and natural gas. which would 
spread out the risk. Ei Paso, which owns 
the largest natural gas pipeline in North 
America, notes that regulation may cause 
“changes in demand” for natural gas 
and oil. 

Most of the Energy sector respondents 
report that they participate in the policy 
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development process. ExxonMobil 
elaborated at length on its view as to 
what factors should be part of any climate 
change regulation. The Energy sector also 
reported on participation in voluntary 
programs to reduce GHG emissions as 
part of their risk management strategy. 
Anadarko Petroleum cited the U.S, 
Environmental Protection Agency's 
Natural Gas STAR program and the 
American Petroleum institute’s Climate 
Action Challenge. Occidental Petroleum 
Corporation mentioned the California 
Climate Action Registry and the U.S. 
Climate VISION program. 

Some of the services firms, including 
Halliburton, expect that regulation will 
improve the chances for carbon capture 
and storage as a commercial opportunity, 

Physical Risk 

Fourteen Energy sector companies 
discuss physical risks from climate 
change. Nine respondents said climate- 
related physical risk could manifest in 
genera! business disruption. Six firms 
cited the risk of extreme weather events 
in general, and 12 cited hurricane activity 
as an explicit risk factor. Others named 
freezing pipelines and thawing permafrost 
as potential physical risks. Some firms 
differentiated between onshore and 
offshore operations in discussing physical 
risks. Devon Energy mentioned that past 
physical damage from hurricanes has 
prompted insurance premium increases 
for its offshore drilling platforms. No other 
firm cites increased insurance costs as a 
risk, although The Williams Companies 
mentions insurance as a risk mitigation 
factor, 

At least two firms that declined to make 
their response public anticipate little 
physical risk from climate change, 
describing the risk as ’•rniniscula" and 
“insignificant." 

Form 10-K Disclosure 

While every firm in the sector identified 
some type of potentiai climate-related risk 
in their CDP5 response, six of these 1 6 
firms — mostly the oil and gas services 
firms — fail to disclose climate change 
related risks in their Form 10-K. XTO 
Energy and Halliburton are among those 
that make no mention of climate change 
in their Form 10-Ks. 

Of the 1Q companies with some Form 
10-K disclosure, a!! but one imply that 
climate change regulation poses some 


type of comm^ral risk to their business; 
only four indicate that it could be 
significant. None exjr^citiy state that the 
costs could be material. No company 
mentions physical risk in its latest 10-K 
filing. 


FINANCIALS 

The Financial Services sector had fairly 
substantive CDP responses, especially 
considering that its GHG emissions 
come mainly through indirect sources. 
Form 10-K risk disclosure was scant, 
however. The sector faces high indirect 
regulatory risk through its client base 
and high Indirect physical risk 
exposure through investment portfolios 
and managed assets. 

CDP5 Disclosure 

Regulatory Risk 

The Financials sector, which includes 
banks, insurers and real estate service 
firms, generafiy had comprehensive CDP 
responses. Many firms explained that as 
indirect GHG emitters, the risk from 
regulation was remote. However, some 
companies said that the situation could 
change in the future. Citigroup 
acknowledged the potential for second or 
third generation GHG legislation that 
could target energy consumers. Morgan 
Stanley made similar comments, as did 
JP Morgan Chase, which referenced 
New Yofk City's PlanNYC to mandate 
improved building energy efficiency 
standards. 


Financials Sector Climate Disclosure 


view individual company 
responses to CDP5, please visit 
www.cdproject.net 
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Fifteen financial services firms 
observed that climate regulation 
might directly affect clients and 
in turn present a new risk to 
their firms 


Despite the low pn^^iHty of dir^t 
regulation, sev^ ftms prwlded a more 
sophisticated a^^ment of indirect 
regulatory risk beyorKi the much*cited 
prospect of iiwreased en«^ costs. ACE 
Limited, a provide of insurance and 
reinsurance, noted that ttie U.S. state- 
based regulatory environment for 
insurance hampers efforts to price 
hurricane ri^ apptopriateiy. Safeco also 
noted that state insurance commissioners 
could change the rdes for property and 
casualty insurers. 

At least 15 firms observed that climate 
regulation might directly affect clients, 
and in turn present a new risk to their 
firms. On the other hand, some also saw 
an oppt»tunity for client advisory services 
or the increased provision of capital to 
help clients meet such regulatory 
mandates. Banker BB&T Corp. 
recognized that some of its direct emitting 
clients may not be prepared ior an 
increased regulatory burden, which could 
in turn affect 6B&T. Citigroup noted that 
insufficiently prepared clients pose a 
credit risk that is more significant than 
direct risks to the company, such as rising 
energy costs. Synovus Financial Corp. 
was the only firm to acknowledge the 
reputational risk that could result from 
lending to, or otherwise supporting, 
environmentally negligent clients. 

Physical P/s/ra.* 

Physical risks identified by the Financials 
sector include damage to property and 
assets, higher insurance premiums, power 
outages, severe weather that prevents 
employees from getting to work, and 
adverse regional or macroeconomic 
impacts. Insurers such as TTie Hartford 
Financial Ser^ces Group view physical 
impacts as the greatest risk from climate 
change. Citigroup is concerned that 
droughts, biodiversity loss and other 
environmental problems exacerbated by 
climate change would negatively influence 
its growth prospects in developing 
countries. 

A majority of firms in this sector also 
mentioned general business interruption 
from severe weather events, but most 
also indicated that they had an 
emergency preparedness or business 
continuity plan in place. At least two firms 
said they have a source of backup power 
as a risk mitigation tool. One unnamed 
firm explicitly stated that its lack of 
geographical diversity increased its 
exposure to phy^cai risks. 


Timeframe 

Financial firms generally did not provide a 
timeframe to estimate climate risks. 
American International Group views 
extreme weather events as a near-term 
physical risk of climate change, while 
stating that longer-term structural climate 
shifts will take several decades or more to 
materialize. Citigroup has conducted a 
five-to-IO year, and a 20-year physical 
risk analysis based on the 
Intergovernmental Panel on Climate 
Change's (IPCC) latest analysis. 

Mateiiaftty 

While the sector as a whole cited 
potentially significant or even “dramatic” 
risks to their operations, no company 
went so far as to predict a material 
impact on its operations or financial 
condition. 

Form 10-K Disclosure 

The Financials sector has virtually ignored 
climate change in its Form 10-K reporting. 
Out of 46 firms, only Morgan Stanley, 
Simon Property Group, The Travelers 
Companies and a fourth firm that 
declined to make its CDP response public 
made any mention of climate change in 
their 2006 Form 10-K filings. Only 
Travelers and the unnamed firm Identified 
climate change as a potential commercial 
risk. Travelers stated; “Catastrophe fosses 
could materially reduce our profitability 
and adversely Impact our ratings, our 
ability to raise capital and the availability 
and cost of reinsurance.” The company 
goes on to note that changing climate 
conditions have increased the 
unpredictability and the frequency of 
severe weather events. 
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by Dr. St&phen P. Leatherman 


Satellite data indicate that the rate ot sea levei 
rise has increased 50% in the last decade, 
adding to coastal erosion, inundation and 
salt-water intrusion. 


ana attendant develoiiwienl in low-li^ng areas fart 

, much of our nation^ coasts on a collision course with 
climate change. 


in greatly increased storm 
<^rage j>sr annum in recent years* 

.a brilkm from 1 949- 
: biifion from 1990-1995, and 

* $35,8 billion during the past five years. 


More than half of the US. population now lives wrthln : 
50 miles of the coast; it seems that everyone wants 
ready access to the beacli or a waterfront view, . ; 
Beachfront property, has become some, of the \ 
coveted and expensive real estate m the countty, with 
some high-rise, waterfront condominium compte)«s 
approaching eye-popping $500 mrition valuatior^. TTie 
■‘goid coast" of Ronda from Palm B^ch to Miami has 
an appraised value exceeding $1.3 tnliion. 


•The four hiimcanes that struck Florida in 2004 caused 
$42 billion in damage, only halt of which was insured. 
The 2IX)5 humcane season was ©<ceptiona!ly 
•tfestructive witti Katnna pushing annua! damages over 
SlOObiion. 


At the same frme, sea level rise is eroding many 
beach€» and humcanes are becoming a more regular 
occurrence along the U.S. East aid Gulf Coasts. The - 
heightened hurricane activity in recent year&ita&i^aen 
attributed to both the Atlantic Muttidecadal Oscillation 
(AMO) and to gt<rt)al warming. Increased activity stnca. 
1995 appears to be linked to the AMO. In any case, 
global warming certainly has the potential to rru^e 
hurricane more powerful by raising sea surface 
twperatures that fuel fries© strxms, This Increased _ ' 
shctivity and the tremendous amount of coastal . ^ 


•'erosion, inundation andsait-water intrusion. Sda level 
flsels a significant dnver of beach erosion. The rate of 
"'©Kwlon te two wders of mag ' *! ’de greater than the 
of sealdvef rtee, so that even small changeajn sea 
level result in slgnlficjant beach Ioj^. yvhife.frie fftie of x . 
" sea level nse during the 20th centuiy was fairly low, 

_ -estimated at 0.2 centlmeti?’'-:> per.year,:aate|}ite-aWrri©tei- 
, data show that the -ate has increased 50% during the 
decade. - - contiw&d 


Who Covera the Coastal Hurricane Risk? 


New Flood Risk 


Unrecognized 
Flood Risk & 
No Coverage 


Elevated Storm Surge 
100 year Risk. Profile 
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Coastal Coiiision Course 

The rafe sea level rise fs expected to hTct^se in 
coming oecades as a result of thermal e)q3ar®}on,of 
-the oceans and melting glaciers. Ice sheets slipping off 
Greaiiand and West Antarctica tnay accelerate tiie-ralte 
of erosion, threatening more and mewe inc^edS:^ •. . 
values beachfront fwpertiesv while mafeg ft 4 

expensive and difficult to arrest this process. 


^windstorm danage. .Unfortunatelv. there has been no 
to deal wfHrthe degree of shoreline recession 
occurring, or to accommodate the 
pace of sea level rise, beach erosion and 
of more intense hurricanes. 


i^tte.Stsmiresffienceof coastal structures IS an , , 
-•^^rrtt^-^OTOnt.ot planning and sustainability of the , , 
'^ch d^jends in turn upon avaiiabte and 
wdnds' insurance Away fium the 
coastfine, mosthumcanedam^eis caused . 
but our housing fstock is not performing well 
iVWtoS5«that hmely category. S WSniain2Q^.resu{ted^ 
tsSton In damages m South Rorlda, whictilias 
ftte bufkJing codes in the cxiuntty ' ^ 

Rtodesigii, malenalsanci constrectiwr methods heed 
: :lo be m a repeatable and seientjfic rrtanner m . 

order to upgrade st^dards and building codes 
•Es^itial to this effort is the fuW-scaie', dMtruclive 
testing of houses, which is analogous to the 
autom<ft)i!e crash testing und^aken by the insurance 
industry that has made automobiles much safer in' 
recent years. 


Coastal inundation, and ssfirwater intri^onane.ftje .;;'.vs 
primaty probi^s for low-lying rrraintand areas A 
one-meter rise in^ tevd — crjuid happen 
Our iq tnis cenhjry — would result in coastal 
inundation many mil^ inland as the ratio of tt» ~ 
amount of sea level riseio die i.oriJ'onta! exlent of _ 
inundattOTi can be up to four orders of magnitude 
Coastal storms often hasten this action by tipping 
ocean onto the tand. Storm surges have already 
. caused abandonment of small islands in the 
Chesapeake Say and elsewhere. 


Better testing procedures are needed in order to 
upgrade safety standards and building codes. 


•Coastal, wetlands are being drowned where these 
ecosystems cannot keep pace with the rapid rate of 
•sea level itse. A preview of wetland disintegratiwi can 
be seen In ooastal Louisiana where the delta « rapkBy 
sub^ding due to. soil compaction and ladt of soil 
replenishment, as well as the s^hdrawal of oil, qas and : 
;'Watfir^aoth^ relative seaievel.rTseii^o«i.4tes 1 envy. 
The fitting lose of wetlands is about 25 square mHes 
■annually, which is increasing the vulnerability of 
• d&veloped areas to stoims \^tolan 9 l M(n«diatK)n-ti» 
o«et> largely ui . -Ml in4JabM«Btf*nai»ma^^ 
wetland ayst^s,. Such as ,8tackwalfla^9Mllfe 
in Cambridge; Maryland. 


While wind tunnels have been useful in understanding; : 
loading on stn.Krtures, such miniature testlrig cannot 
fM-ovide full undei standing of v.'': -' - , latnics and failure 
modes. The International Hurncane Ruusarci) CSitter :. 
OHRC) is develr^ng an apparatus for firetrd-.lts^kind 
tearing of houses and low-ria© commefttial sfoioforeS;, 
Such full-scalfi destrucrive tes* '^ri 
open the public’s eyes to the rieed for aafoty- ' ^ 
.4m^ifovenre«s arrc}. tead to the develophientof a 

of mlriSjltfon’ that helps take ccostal propertioi 
off ffi^r collisign course 

— 1> Stephen P LeaiFiermanis the We bW// Rebwfo 
Ch^r Professor and [Erector of the krfemstfont^ 
Hurricane Research Center m ,W/am' The fHRC is 
devetopmg a Walt of Wind 24rfBn pro^type that can 
siimilate the effects of categories 1 to 5 tnjmcanes, 
wind, min and debris against a two-story house, with . 
support from the State of Florida and private 
contributors. LeaUierm&fiu.edu; wvm.ihicJiu.edu 


Reducing coastal risk and increasing resiliency is a 
diffteutt proposition. Beach nourishment Is often seen 
as a.panacea, but it is expsHistve; has to be repeated 
fairly often in most areas, and does not wori< 
everywhere (e,g,> the sediment often washes away 
within a ysgu" or.two). Armoring the coniine virith 
seawaHs can stabilize the shore, but at the cost of the 
beach,, which te the draw for tounsts and hence the 
economic engine for many coastal communities. 

tha tetond-feod hsuranoa of.FEMAhas 

pfovMed a measure of coastal protects by. iwov^ing 
for new homes to tre elevated^^w^stc^ 
to strengthen .bufldings agatost 

.' . ,. . 


'/ffi To view a video demonstrating ‘Wall of 
Wind’ hurricane testing on a full-scale house, 
visit this website; 

www.nbc6.net/newsnet/10062514/detan.html 
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HEALTH CARE 

Although several firms in this sector 
are subject to climate regulation under 
the EU ETS, none considered it 
sufficiently material to disclose in 
securities filings. Physical risk 
exposure was similarly disclosed only 
in CDP responses and viewed as 
generally minimal. 

CDP5 Disclosure 

Regulatory Risk 

The Health Care sector includes hospital 
operators, medical benefit providers and 
health care products and research firms. 
Their CDP5 responses were generally 
brief. Most firms noted that as indirect 
emitters, they are not affected by current 
ciimate-related regulation. Those that are 
affected by current regulation have 
European operations covered by the 
European Union Emissions Trading 
Scheme (EU ETS). These include Eli Lilly, 
Wyeth, Schering Plough, Bristol Myers 
Squibb, Baxter International and Pfizer, 
None of these six companies indicated 
that the regulatory burden has had. or is 
expected to have, an adverse financial 
impact. 

While most Health Care firms determined 
that the risk from either current or future 
regulation is minimal, three companies, 
Baxter international, Becton Dickinson 
and Humana acknowledged the potential 
for a broader regulatory focus that might 
one day include their operations. 

A smail number of companies believe that 
they could face unique business risks 
from QHQ regulation, Bristol Myers 
Squibb noted that direct and indirect 
impacts could make producing medicines 
more expensive. PerkinEimer 
acknowledged the competitive risk that 
could arise, should regulation mandate 
energy efficiency standards on the 
equipment it produces, Schering Plough 
noted that its asthma treatment products 
use Kyoto-reguiated greenhouse gases 
(that are also ozone-depleting 
substances) as propeilants and that while 
research into replacements is ongoing, 
acceptable alternatives have yet to 
be found- 


Nine firms mentioned that regulations 
currently have or will have an Indirect 
impact through higher energy costs. This 
was the m(»t frKjuently cited reguiatory- 
r^ated impact, but no firm stated that the 
risk was exf^ted to be significant. 

Physical Risk 

Physical risk disclosure by ttiis sector was 
similarly constrained. The risks disclosed 
in CDP responses mirrored those of other 
sectors; no industry-specific risk was 
identified. Two firms did mention a unique 
opportunity and responsibility. Becton 
Dickinson and Medco HeaHh Solutions 
noted that extreme climate events and 
associate human health impacts are 
expected to increase the need for medical 
and pharmaceutical products. 

Many companies view climate-related 
physical events as similar to other 
emergencies or nature disasters, and 
they say they plan accordingly. Eleven 
firms stated that they had company-wide 
business continuity plans and a few 
others, such as Zimmer said that facilities 
located in at-r!sk areas engage in 
contingency planning. Two unn^ed firms 
have operational or supply chain 
redundancies to help manage extreme 
weather or other risk. 


Two health care firms noted that 
extreme ciimate events and 
associated human health impacts 
are expected to increase the 
need for medical and 
pharmaceutical products 


Health Care Sector Climate Risk Disclosure 
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p\Tb view individual company 
responses to CDP5, please visit 
WWW, cdproject.net 


Timeframe 

Few companies attach a time frane to 
their expectation of phyac^ or regulatory 
risk impacts. Some fimis simply indicated 
that they did not anticipate risks “in the 
near term," Only Baxter International 
was more precise, defining “near-tejm” as 
2007-2010; it do^ not ^abwate on 
longer-tamt ri^. Aetna expects 

that climate change will be a major 
campaign issue m the 2008 U.S. 
presidential etections, tnit it did not 
venture a guess as to when climate 
legislation might be ^acted. 

Materiaiity 

No company indicated in its CDP 
respxsn^ that it anticipates material 
commercial impacts from climate change 
risks. 

Form 10-K Disclosure 

No companies in the Health Care sector 
identified climate change risks in their 
Fwm 10-K securities filings. Even the six 
firms that indicated in their COP response 
that they had facilities subject to the £U 
ETS did not address this regulation in 
their Form 10-K filings, apparently 
because they did not consider the risk to 
be material. 



INDUSTRIALS 

Most firms in this sector are not 
currently subject to climate related 
regulation and therefore 10-K 
disclosure is virtually non-existent. 

CDP responses indicate that, while 
potentially significant, firms do not 
expect regulatory and physical risks to 
be material. 

CDP5 Disclosure 

Regulatory Risk 

The industrials sector Includes firms in 
such diverse businesses as package 
delivery, military contracting and 
consumer and industrial product 
manufacturers. Although many firms are 
relatively large direct or indirect GHG 
emitters, only 3M discloses that it 
currently faces regulation in the European 
Union, The company notes “... existing 
GHG regulations have not had a 
significant financial or regulatory impact 
on 3M.” 

Many firms indicate that they expect 
future regulation and are closely following 
the policy process, but most refer to 
generic regulation only. Caterpillar states. 
“As a global company, the potential for 
adoption of country-specific or other 
regional approaches to climate change 
policy creates uncertainty for Caterpillar.” 
Cummins, notably, evaluates an array of 
policy options "from an economy-wide 
cap-and-trade program to fuel economy 
standards" to determine potential Impacts 
on the company. 

Seven firms specified the type of policy 
that posed the most risk, namely product 
energy efficiency standards, policies that 
target aviation and policies that target 
waste management. Eaton, Ingersoil- 
Rand, Tyco International and a fourth 
unnamed firm all say they are at risk from 
product standards regulation. Ingersoll- 
Rand notes that product standards, 
especially for engines, could lead to the 
need for product design adjustments and 
increased product development time. 
United Parcel Services anticipates 
European aviation regulation. 

Eight firms indicate that regulation will 
indirectly increase energy costs. 

Physical Risk 

The physical risks that were identified are 
not unique to the Industrials sector. Firms 
acknowledged the chance of supply chain 
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or general business interruptions due to 
severe weather events. Companies 
explained that their business continuity 
planning helped insulate them from 
physical risks from climate change. Nine 
firms mentioned company wide 
contingency planning, and a tenth. 
Northrop Grumman, indicated it was 
incorporating lessons learned from 
Hurricane Katrina. One firm. Cummins, 
has a Chief Risk Officer. Rockwell Collins 
had the most comprehensive physical risk 
analysis, discussing the impact of wind, 
drought, heavy rain, extreme heat and sea 
level rise on its supply chain and 
operations. 

Six firms failed to answer the question or 
stated that they were not subject to 
physical risks from climate change. 

Timeframe 

Few firms indicate .the timeframe used in 
their risk analysis. General Electric 
expects that many jurisdictions will move 
forward with climate change legislation "in 
the near term” and Northrop Grumman 
anticipates federal regulation “in the next 
few years." IVco International 
anticipates energy cost increases in the 
next five to ten years, 

Materiality 

It is not uncommon for companies in this 
sector to cite apparently significant 
Impacts from regulation and severe 
weather events that could lead to higher 
compliance costs, loss of inventory or 
temporary shutdowns, but no firm 
explicitly states that the risk is materia!. 
One unnamed firm estimates that costs of 
carbon dioxide emissions could reach 
$15 per ton. 


few and lacked climate-related risk 
assessments. 

CDP5 Disclosure 

Regulatory Risk 

The infrxmation Technology sector is not 
directly targeted by currait dimate- 
related r^ulation, except for companies 
in the semiconductor business potentially 
subject to p«fluonx:wt»on use and 
emissions regulatiorre; PFCs are cxie of 
the six classes of gremhouse gases 
regulated under the Kyoto FTotocol. Six 
Information Technology firms mentioned 
PFC reguiation: Advanced Micro 
Devices, Intel, IBM, National 
Semiconductor and two others that 
declined to make their response public. 
Advanced Micro Devices distinguished 
between PFC emissions caps, which it 
determines is not a ridt, and a PFC 
substance ban, to which it would be 
vulnerable. Intel also notes that the risk is 
a substance ban. One of the unnamed 
firms recently sold its semiconductor 
products business and thereby nearly 
elimir^ted its risk from putative PFC 
regulation. 

CDP responses indicate that the sector 
expects that other direct regulatory risk 
may come from energy efficiency product 
and equipment standards. Twelve firms 
anticipate such standards, although not all 
of the firms presented it as a risk factor. 
Several, like Microsoft and Motorola 
simply make a statement about their 
efforts to improve product efficiency. Other 
firms are more folhcoming. Cisco 
Systems states, “Emerging product energy 


CDP responses indicate that the 
Information Technology sector 
expects that direct regulatory 
risk may come from energy 
efficiency product and 
equipment standards 


Information Technology Sector Climete Risk Disclosure 


Form 10-K Disclosure 

Only one firm In this sector, which 
declined to make its CDP response 
public, had a reference to greenhouse gas 
emissions in its Form 10-K. The firm 
highlighted vehicle, aircraft and facility 
improvements that have resulted in a 
reduced GHG emissions footprint, but it 
did not address climate change related 
commercial risks. 


INFORMATJON TECHNOLOGY 

information Technology firms identified 
business-specific regulatory risks such 
as perfluorocarbon (PFC) rules and 
energy efficiency product standards 
and general physical risks in their 
CDP5 responses; 10-K responses were 
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The majority of CDP respondents 
in the Materials sector state that 
increased energy prices pose the 
greatest commercial risk to their 
business 


efficiency regulations Ci^o 

products irtcre^e cxMnpdiance costs.” 

indirect regiriatc^ impacts, primely 
increased enopy costs, were mentioned 
by 13 companies, and for maiy of these 
firms, it was the only rogufatory risk 
mentioned. 

Physical Risk 

Extreme weather events that cause 
infrastructure or facility damage or power 
outages were the m<^ frequently cited 
physical li^s. Most c(»npanjes 
mentioned these ri^ briefly, or 
immediately noted that they have 
busing continuity plans that mitigate the 
risk. Three fiims were less dismissive and 
used language suggesting that the risk is 
real. Sun Microsystems noted that it had 
facilities that couid be harmed by sea 
level rise, as did Juniper Networks. They 
were among the few firms to provide 
facility-specific risk assessments. 

At least two firms stated that they had not 
specificafly evaluated the impact of 
physical risks from climate change on their 
businesses. Approximately 1 1 firms do not 
perceive risks from physic^ dimate 
change impacts sund others noted that the 
risk was not unique to their business. 

Timeframe 

NVIDIA expects energy costs will 
increase over the next five to 10 years. No 
other firm provides a specific timeframe 
for anticipated regulatory or physical 
risks. Juniper Networks states that 
emissions caps may be implemented “in 
the near term." 

Materiality 

While some companies acknowledged 
that significant harm could result from 
climate change regulation or physical 
events, no company used the term 
“material" to describe these risks. Twenty- 
three firms either stated or implied that 
physical ridt was not material. Similarly, 

24 firms dismissed the possibility of a 
material impact from regulatory risk. 

Form 10-K Disclosure 

Intel and Sun Microsystems wrere the 
two firms that referred to climate change 
in their Form 10-K filings. Intel mentioned 
climate change as pevl of a broader 
discussion of environmental initiatives. 

Sun Microsystems’ discussion focused on 
energy efrici^t compHitfrig technology 
and was dightly more climate specific. 
The company noted that its technology 


would encourage climate friendly industry 
shifts. Neither firm named climate change 
as a commercial risk. 


MATERIALS 

The energy intensive Materials sector 
faces some risk from future direct 
regulation, and companies highlighted 
upward pressure on energy prices as 
their major concern. Few Arms 
considered either risk of sufficient 
magnitude to disclose in lO-K filings, 
which typicaliy contained minimal or no 
climate risk evaluations despite the 
high disclosure rate. 

CDPS Disclosure 

Regulatory Risk 

The Materials sector, which includes 
forest products, chemicals, metals and 
other diversified product manufacturers, 
is largely unregulated by existing climate 
policies despite being a significant energy 
consumer. The majority of its CDP 
respondents state that increased energy 
prices pose the greatest commercial risk 
to their business. Higher energy prices as 
a result of the EU ETS have had negative 
repercussions for Alcoa, which closed 
one of its European smelters In response, 

DuPont, International Paper and PPG 
Industries are all regulated under the EU 
ETS. but none mentioned a negative 
impact. Both International Paper and 
PPG Industries have sold excess 
allowances. DuPont anticipates that 
additional facilities will fall under the next 
phase of the EU ETS. resulting in higher 
administrative and compliance expenses. 

International Paper and other forest 
products firms are uniquely exposed to 
risk — and opportunity — of policies that 
promote wood fiber as a source of fuel or 
as an alternative to more carbon-intensive 
building materials. International Paper is 
concerned that distortions in the wood 
market could appear if utility Renewable 
Portfolio Standards do not adequately 
address possible supply constraints. 
MeadWestvaco already sees additional 
fiber demand in Europe due to biomass 
energy policy incentives. 

At least four firms anticipate potential for 
direct regulation including Ashland, 
DuPont, Newmont Mining and a fourth 
firm that declined to pubiicly disclose its 
response. 
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Physical Risk 

Only mining companies and firms with a 
business line dependent on agriculture or 
timber commodities say they face unique, 
business-specific risks from physical 
effects of climate change. Phelps Dodge 
(now part of Freeport McMoRan Copper 
& Gold) noted that high water flows could 
damage equipment and resuit in mine 
shutdowns, white conversely drought 
conditions might require increased use of 
water for mineral processing and dust 
suppression. Pheips Dodge's new parent, 
Freeport McMoRan, is concerned that 
climate change, which is predicted to 
disproportionately hurt developing 
countries like Indonesia where it has 
operations, could destabilize these 
governments and social structures. 
Newmont Mining was much less specific 
in its risk evaluation. 

DuPont, International Paper, 
MeadWestvaco, Monsanto and 
Weyerhaeuser noted potential risks due 
to climate changes that affect agriculture 
and standing timber, but their disclosure 
was generally brief and none of these 
fimis attempted to quantify the risk. 

Other firms in this sector face the same 
risks that other sectors have cited such 
as property damage and extreme weather 
related business Interruptions. Many of 
these companies, including Semis, 
DuPont and Eastman Chemical, noted 
that they had emergency preparedness 
plans to handle potential risks. 

Timeframe 

Materials firms generally did not attempt 
to determine a timeframe for potential 
risks. Air Products & Chemicals stated, 
“the magnitude and timing of potential 
regulatory risks posed by climate change 
Is difficult to quantify." Ecolab believes it 
is prepared for medium-term physical 
risks since "climate change is predicted 
to occur gradually.” International Paper 
stated that physical impacts lo standing 
forests are a long-term prospect. 
Newmont Mining is the most specific. It 
expects to see both Australian and U.S. 
regulation enacted in 2009-2010 with an 
initial compliance period starting in 
2012-2015. 

Materiaiity 

Firms in the Materials sector avoided 
speculating on the magnitude of 
prospective regulatory or physical climate 
change risks. Only one unnamed firm 


not^ that ttte price of raw matsials 
"could be materially increased due to 
climate regulation,” 

Form 10-K Disclosure 

The Mat^als sectcw has one of the 
highest »at^ of Form 10-K disclosure 
among CDP5 respondents, with nine of 
22 firms providing some mention of 
climate change. Howevw the quality of 
the risk disclosuia was feirly low, with few 
providing an actual risk assessment. 
Alcoa, Dow Chemical and 
Weyerhaeuser did not discuss climate 
change in tenro of ph^cal or regulatory 
risk. Other firms elaborated more. DuPont 
mentions its emissions reductions 
initiatives, but goes on to say that "the 
company faces the possibility of country- 
specific restrictions [on CO^, HFCs and 
PFCs] in several countries where major 
reductions have not yet been achieved,” 
Phelps Dodge stated that it is evaluating 
potential climate change impacts and 
even considered the possibility that 
federal l^islation could be enacted in the 
United States in 2007, leading to higher 
energy costs. One unnamed chemical 
company noted that it is regulated under 
the Kyoto Protocol and that future U.S. 
legislation could affect the growth of its 
business. United States Steel also 
acknowledged the possibility of U.S. 
climate legislation but declined to 
estimate the impact. 


The Materials sector has one of 
the highest rates of Form 10-K 
disclosure among CDP5 
respondents, with nine of 22 firms 
providing some mention of 
climate change 


Materials Sector Climate Risk Disclosure 
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Most firms in the Utilities sector 
believe that GHG regulation is 
imminent, but most decline to 
predict the regulatory impact, 
saying it will depend heavily on 
the structure of regulation 


TELECOMMUNICATION 

SERVICES 

The Telecommunicaticm Services 
sector provided no 10~K climate 
disclosure, Brief COP responses mostly 
highlight physical risks to infrastructure 
that are not expected to be material. 

CDP5 Disclosure 

Regulatory Risk 

The Tel«:ommunication Services sector is 
not directly regulated by currwit climate 
policies. Citizens Communications and 
Verizon Communications do not expect 
to face future regulation, either, although 
they did not together exclude the 
possibility of generic future regulations. 
Two more companies, Qwest 
Communications and an unnamed firm, 
specified that regulatory risk exists from 
GHG emi^ons inventory requirements or 
renewable energy directives that may 
require equipment updates or 
replacement. 

Physical Risk 

All but one firm acknowledged the risk of 
physical impacts to operations or 
communications infrastructure, but most 
indicated that emergency preparedness 
plans are already in place. Citizens 
Communications also noted that it could 
reroute service through unaffected parts 
of its network. Verizon Communications 
provided the most detailed response, 
explaining that its use of copper is 
especially vulnerable to the elements. The 
company also noted that central office 
equipment operates most efficiently within 
a certain temperature range, which may 


become more difficult to maintain due to 
rising temperatures. 

Timeframe 

No company provided a timeframe for 
possible impacts from regulatory or 
physical risks. 

Materiality 

No company indicated that either 
regulatory or physical risk is expected to 
be material. With regard to physical risk. 
Citizens Communications states, “The 
types of resources and materials we use 
in our operations are unlikely to be 
materially affected by climate changes," 

Form 10-K Disclosure 

The six firms in this sector a'e not subject 
to current climate change regulation and 
generally do not expect to be in the 
future. Telecommunication services firms 
also do not consider physical risk from 
climate change to be material. None of 
the respondents included a discussion of 
climate change in their Form 10-K filings, 

UTILITIES 

The utility sector had the highest 
climate change disclosure rate in Form 
10-K filings. Electric utilities generally 
provide more detailed information than 
natural gas utllKies. For all utilities, 
regulatory risk Is seen as the more 
pertinent risk. White nine utilities 
disclosed in their Form 10-K filings that 
the risk could be material, only one of 
these firms made a similar statement in 
its CDP response, 

CDP5 Disclosure 

Regulatory Risk 

Most utilities are not yet regulated by 
climate change policies, although some 
have facilities that shortly will be subject 
to regional greenhouse gas controls, such 
as the Regional Greenhouse Gas Initiative 
(RGGI) in the Northeast. Most firms in this 
sector believe that GHG regulation is 
imminent, but most firms decline to 
predict the regulatory impact, saying it 
will depend heavily on the structure of 
regulation, on their ability to get cost 
recovery on emissions reduction 
investments, on the availability of 
emissions abatement or carbon 
sequestration technology, and on many 
other factors. 

Two utilities said they are heavy GHG 
emitters relative to their peers, with a fuel 


T«tecomniunicati<»i Services Sector Climate Risk Disclosure 


lOK'Any Climate RieK 
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mix that is weighted towarcis coal. Duke 
Energy says it is one of the nation’s 
largest GHG emitters; Xcel Energy says it 
is the sector’s fifth largest emitter. 

Conversely, eight utilities said their 
regulatory risk exposure is iow relative to 
their industry peers, typically because of 
large shares of nuclear, natural gas, or 
hydroelectric generation, or because of 
emissions reduction actions they have 
already taken. Exelon, FirstEnergy, FPL 
Group, Keyspan (now part of National 
Grid}, Nisource, PG&E, PPL and Public 
Service Enterprise Group ail believe they 
are well positioned to comply with future 
climate regulations. 

FPL Group states that a carbon risk 
assessment has partly driven its growth 
strategy toward efficient and low carbon- 
emitting technologies. Southern and Xcel 
Energy incorporate carbon pricing into 
their planning processes. 

Six utilities will be regulated under the 
Regional Greenhouse Gas Initiative 
(RGGI) starting in 2009. Consolidated 
Edison said that the impact of RGGi 
would vary by state but that it anticipates 
a 1 - 2.5% electricity price increase. The 
other firms did not predict the impact of 
carbon caps under RGGI, 

Physical Risk 

Many firms note that severe storms and 
extreme temperatures can damage or 
stress transmission and distribution 
infrastructure, but did not estimate the 
financial implications of these supply 
disruptions. 

Ten utilities acknowledge that temperature 
fluctuations would likely alter electricity 
demand and consumption patterns. 
American Electric Power, DTE Energy, 
Exelon, Nicer, Nisource, Progress 
Energy, Public Service Enterprise 
Group, Questar, and Xcel Energy a!! 
express this concern. Xcel Energy says 
“the odds favor increased [electricity] 
use." Xcel further noted that it might be 
able to sell electricity to other providere in 
the event of abnormal weather outside of 
its service territory. 

At least five companies with coastal 
facilities, Centerpoint Energy, Entergy, 
Exelon, FPL Group, and Keyspan (now 
part of National Grid) raise the specter of 
more hurricane activity and sea level rise 
in their CDP5 disclosures. Utilities 
operating in dry climates, including 
PG&E, Pinnacle West Capital and 


Sempra Energy, say tttey are more 
threatened by drought and lack of cooling 
water for thermal pow^ plants. Utilities 
with hydroelecbic g^^tion tike Xcel 
Energy also could suff^ in tf« event of 
prolonged drought. Similarly, companies 
that rely on barge d^iv«y of coal like 
CMS Energy and DTE Energy say they 
could be vuln^^>je to drought or floods 
that affect ritrer traffic. 

A small number of firms do not expect 
commercial risks to materialize from the 
physical effect of climate change. 
Southern s disclosiHO expressed some 
skepticism about the link between climate 
change and extreme weath^, stating 
among other things, “It is interesting to 
note that not a single hurricane struck the 
United States or the Guff Coast region 
during the 2006 season." 

Timeframe 

Utilities were hesitant to include a 
timeframe in their risk analysis. One 
unnamed firm indicated that the 
timeframe for regulatory risk impacts 
depends in part on the availability of 
emissions reducing or carbon capturing 
technology. Constellation Energy Group 
expects minimal near-term physical risks, 
but has not made a prediction on longer- 
term physical risks. 

Materiality 

Only Pinnacle West Capital says in its 
CDP response that regulation coLild have 
a material impact on its operations. Most 
other firms refer to adverse or significant 
impacts, without stating that the the result 
could be material. With respect to 
physical risks, Progress Energy says 

LKHities Sector Climate Risk Disclosure 


there could be a material impact if costs 
related to severe weather events are not 
sufficiently recovered. 

Exelon states in its Form 1 0-K and CDP 
response that the cost of voluntary GHG 
emission reduction efforts “will not have a 
materia! affect on its future results of 
operations, financial condition or cash 
flows." FirstEnergy states that over the 
next half decade it plans to spend US$50 
million on GHG emissions reduction 
initiatives and invest an additional US$50 
million in nuclear power. PG&E plans to 
spend US$1 billion on energy efficiency 
initiatives during 2006-2008. 

Form 10-K Disclosure 

More than any other sector, utilities have 
acknowledged a potential material risk 
from climate change regulation in their 
Form 1 0-K filings. Nine firms made such 
disclosures in their latest filings: AES, 
American Electric Power, Consolidated 
Edison, Constellation Energy, Edison 
International, FPL Group, PG&E, 
Pinnacle West Capital and Public 
Service Enterprise Group. 

Legal Action 

Three firms, Edison International, Xcel 
Energy and a third unnamed utility note 
that climate-related lawsuits pending in 
U-S, courts pose an unspecified 
commercial risk. One such lawsuit draws a 
connection between GHG emissions, 
climate change and Hurricane Katrina, and 
seeks damages from large carbon-emitting 
electric utilities. Another suit does not seek 
damages, but alleges that GHG emissions 
constitute a public nuisance and asks the 
courts to mandate emissions caps. 
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Business in the Driver s Seat: 

A New Standard for Corporate Engagement in Climate Policy 

by Hon. Eileen Clausssn , ' 51 the fleed 'or a global solution 

, ' -""teytSw^SfflW^or'-c—ir.ing nations, the coalition calls for 

The evolution of ciimate change potey in the Unrt^ p»»wed-U.S. i rternalionoi negohations 

States, has followed a long and sometimes bumfsy.-roa^;:;: 

Along this rmd. we’ve made significant prog^saft^: 
persevering through rough patches, uphill streteheSi . r. 
and time-wasting detours. So are we there yet? 
we’re a iot closer, largely because the business worW-iS: 
now in the driver’s seat leading us toward legislation 
that pieces mandatory constraints on greenhouse gas . 

(GHG) emissions. 


■fife ^Tferg^tce of USGAP has had a discernible efect 
efforts to pass . mandatory climate 
:l^i^s^»i.:Segfnning witti F^. 13. 2007, testimony 
befere toth .ttte Senate Environment. and Pubiic.Wori^s 
aid House Energy and Commerce 
. C£»tmiittee, CEOs from the coalition have addre^ed a 
range, of influentiai committees in both houses of • 
Congress. liSCAP members have briefed dozens of 
Congressional offices and committee staff, including 
Several actively drafting climate policy. 


2007 is a milestone year when the business 
world has stepped forward to help lead the drive 
toward national GHG legislation 


Asof August 2007, ttiere have been over 1.10 climate- 
r^ted hearings, and 1 50 climate-ratated bills 
Ifftoduced, eclipsing the p^vious recoixi of 1 05 
ttWoduced during the two-year span- of the previous. 
:C^>r^pess..Ten of tiiese bills would eststoltsh (SHQ gas 
^^p-aBid^rade pRsgrams,. either for the economy a 
iwhote or for'ftie utility sector. 


!hi' '-iiin.i! ov..'iit of the year was the formation of ' 
U.S. Climate Action Partnership ^CAP), a (»alltlon 
now as.major corporathinsand six leading 
ftongovernmentai organizations iNGOs), including the 
Pew Center, that has called on Congr^ for rapid 
enastmerrt. of- tsgislationlo ^tabllsh binding.' na^orral 
limits on . greenhouse gases to slow, stop and revise . 
the growth of emissions. Through lengthy negotiations. '^ 
USCAP has been able fo achieve an unprecedented 
levef of detail oh consonsgs policy recorniTi^ 
mat r^r^entaworkabteGompromisebetweeidlverse' 
interests and NGOs. 


impwtantly, key s ,11, iii'ttiriL) I'lv.-iv'd in the 

debate, Thfesummw, f'-' c-xampk' iw-' ijcuip’, of 

Senate moderates — most O' n Mmo novf-i Ln-tju' 
voted for a cap-and-trade measure -—ofloav I i.u qiuun 
toaddress-akey concerrir oost.contafomentv One a 
'gh^p’s proposai would aHow the GMG cap to 
exceeded if allow^ce pricesvrose above a certain level 
— the so-called 'safety valve’ approach. The Pew 
Center remains concerned; however, that-lf the safety 
valve pnee is set too low, it could tMth reriderthe 
emission levels set in foe bill meaningless and 
undermine investment in the:.next.-g6neration of pHmate- 
fnendty technologies. 


USGiV’ believes that Congress, should pass legislation 
that sets firm short, and medium-term Ending ©nissions 
targets in the U.S,, on a trajectory to. reduce emissions 
bv bO-Hhyo by '2060, wlth:theaim:of stylizing global 
levels over-the long-term at . a .CO2 equlvsdent of 
between 460 .“ 550 parts per miiiion, A cap-and-trade 
. system should be the cornerstone of U.S. climate 
. policy, with additional policies necessary fwthos© 
sectors, including co^rbasad energy, buildings and 
efficiency, and transportation, In which tt» initial price 
signal from cap-and-trade will not sufficiently reduce 
emissions and advance new technologies. USCAP €^so 
calis.for the development of a robust feder^ t«?hnoiogy 
program with stable, long-term financing for fow-^GHQ 


The other proposal for limiting costs would establfsh an 
appointed board that could authorize the borrowing of 
allowances from future years’ caps if the program’s 
costs started to hurt m© economy, This approach 
appears more promising because it would not 
undwmlne the program’s environmental objectives and 
. flie economic efficiwicy of a market-b^ed system. 


As of August 2007, there were over 1 1 0 climate- 
related hearings and 150 climate-related bills 
introduced, setting a record for Congressional 
activity 
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Senators Uebeiman (ID-CT) and Warner (R-VA) have 
announced their intention to move through thesr 
subcmnmittee of the Senate Envirqivn^ - 

Works Committee a cap-and-trade biit th^ «Tibrao» 
this borrowing approach, as weil as other pn»SacmS: v 
suggested by key Senate moderates. The LMswimm- 
Warner bitf is likeiy to be the veNcte S«iate ■ 
on cap-and-trade. r 


Companies that are ahead of the curve support 
market-based policies to limit GHG emissions. 
CDP can help by calling on companies to 
disclose their policy positions on climate change. 


leader^ on the climate issue. Several years ago. the 
rmre adoxwledgement of the tireat of climate change 
was to place a cc»npany out in front on the 
fesue. Tocfey. ttiS companies truly ahead of the curve 
m those that publicly support market-based federal 
tiraate i^E^icfes that include meaningftil mandatory 
GHGBmite. 

fnvest^t^ the puW)d'^rti^|a#^hether 

solutions to 

the cl(it«te;(^ienge. of workif^i^^glh^rmffieihem 
trough tdsisying agarnst mand^^ g^iiy Taking a 
constructive stance is S reasona^.'^^ctatton frcm 
the standpoint of corporate sociaf .fl^S^sibHity, but it 
^so is an ihdKiatlon of whetlw a company fully 
understands how markets will chsuige under climate , 
regulations — a key to building.future sharehcHder vaioe. 
CDP can help calling on cwipanies to disclose their 
cBmate polk^ positions. With this information widely 
avaflabte, the public can press compaties to work 
toward sensible dimate chaige sdutionsv and Investors 
canbettwdlocate oafMtaltothellkdywBind's toa 
c^bon-constrdned world. 


WhiBOTtablshinq a domestic policy that 
emMons to cnhcd, meeting the of el^e 

an equitable and effective 
’'temettorajpEificy ffamework for period 
wheh Ihe Kyoto target expire 


years ago the Pew Cerffif biougM 

and stafehold^^nt'" 

IS counffies, indludingms^or ccaporaflo^ 

Center’s Bus^ess Enwronmental Leader^lp Councii In 
the (Ornate IDialogue €rt Pocantico. The gix«jp% report 
calls for engaging ail m^or economies throu^ a flexible 
framewort< that allows them to take on different 
commitments to fit their national circumstances. To set 
ffie stage for such an agreement, the Pocattico group 
urged an Infotmd, high-level dialogue amcxig major 
economies to reach a broad political r^nsensis on the 
gen^l mature and scope of future multilateral efforts. 


Key to achreirfng this consensus is Gooperatjon^jA^;:^^;:^ 
Concerns about rapidly growing emissions ’ 

and India m valid, and ol^ a« major 
including developing countries will need io lakean 
commitments to reduce their emissions How«N^'^g 
Cor^ireSs should be wary ^^legislative propoe$^^K|' 
ifidudepur^ftltfeirade meaiaies intepdeo to prai tde 
devekiptrig wodd Irrto aGtion^' Threats of ret^ 
acttom^Lfld havelhepervsi^.effect of aKen^jMi^^ 
and others, ^d actuary detib^ the time when they lain 
on meanirtgful commitmer^ 


^ Bh&n Clauss^ is the Presrdenf of the 
on CMsal CHmate Change and Strataglas^ dw 
Gfeba/ Environment. She js the fomTor 
SecTetory of State for Oceans and fritertlsSoha/' . ' 
BnvDnroentat and Scient^ Affedrs, and was 
re^oOTSibte for U S. p(My development on m*|(tor 
international issues, OTC/udfr?gcSmate<^ange^^^^;v*; o 


One of the most important ways of anoothing the 
economic impact of mandatory GHG limfts on the U.S. 
IS to stimulate domestic industry to catch up with the 
rapidly growing cteai technology marke^tace. With a 
well-designed climate policy that puts a ctear price on 
carbon, U.S. busin^ses are more than cap^:^ of 
leading the world in producbgchmate-friaidly 
tei^nologi^. Many of the USC^ compares are 
combining their public pdicy efforts witti business 
strategies that se^ to maximize the flnancl^ 
oppofturtities Inha-ent for fkst moves in a carbwt- 
constraned economy. 
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7 S&P500 respondents to the CDP5 survey 
showed strong interest in implementing 
energy efficiency programs to abate their 
greenhouse gas (GHG) emissions. 
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GHG Emissions 
Management 


S&P500 respondents to the CDP5 survey 
showed strong interest in implementing 
energy efficiency programs to abate their 
greenhouse gas (GHG) emissions. Less 
than haif of the respondents said they were 
involved in renewable energy projects or 
green power purchases. While 78% of the 
respondents made reference to energy 
efficiency initiatives, only 37% discussed 
renewable energy projects or targets. 

Other major findings with respect to GHG 
emissions management include: 

• 29% of respondents had set GHG 
reduction targets for their Scope 1 
emissions 

• Of those setting targets. 54% had set 
absolute targets (rather than intensity 
targets) 

• 36% of respondents have considered 
emissiorts trading, but only 17% of 
those tiave actively traded GHG 
emission credits 

• Most emissions trading f71 %) Is taking 
place through the European Union's 
Emissions Trading Scheme, which is 
implementing regional regulatory 
requirements under the Kyoto Protocol. 


efficiency tagets have set ffiem for the 
company as a whole, rather than for 
specific facflities or regiorts of opwation. 

Consumer Discretionary 

Carniva! is one of the largest GHG 
emitters among r^x>ndents in this 
sector, owing to the targe vofume of fuel 
consumed in its cruise ships. (Airlines are 
also large fuel consumers in this sector, 
but none responded to the CDP5 survey.) 
Carnival is working on several initiatives 
to improve the energy efficiency of its 
operatiorts. For example, it uses two 
shwe power installations, in Juneau. 
Alaska, and in Seattle, Wash., that permit 
ships mooring in these ports to shut 
down their engines. These land-based 
power plants use non-carbon fuels, such 
as hydropower, which reduces the ships’ 
air emissions. Carnival has also signed an 
agreement to use shore electrical power 
for ships docking at the Port of Los 
Angeles, in addition, the company is 
evaluating the use of a plasma incinerator 
for disposal of shipboard wastes. Plasma 
technology burns waste very efficiently 
and significantly lessens air emissions 
and ash byproducts. 


S&P500 respondents to CDP5 
showed strong interest in 
implementing energy efficiency 
programs to abate their 
GHG emissions 


Respondents wHh Energy Efficiency Programs 



ENERGY EFFICIENCY 

Respondents have widely embraced 
energy efficiency programs to abate 
GHG emissions and achieve cost 
savings at their firms. Among CDP5 
respondents, consumer-oriented and 
Teiecommunications firms were the most 
likely to promote these initiatives, with 
Energy and Health Care firms citing the 
least activity. However, among Energy and 
Health Care firms with energy efficiency 
initiatives, 31% of respondents had set 
targets to achieve actual reductions in 
energy use. Only the Consumer 
Discretionary sector had a greater 
percentage of respondents (69%) with 
energy initiatives involving efficiency 
targets. With the exception of Energy 
firms, most companies with energy 


Consumer Staples 

Wal-Mart has committed $500 million 
annually to invest in sustainable 
technologies and innovations to achieve a 
20% reduction in GHG emissions from 
existing stores over the next six years, it 
has also pledged to design and open a 
viable prototype store vinthin three years 
that is 25 - 30% more energy efficient 
and will prodtfl^e up to 30% fewer GHG 
emissions. It plans to lmp«ov8 its logistical 
efficiency through a combinaticm of better 
fuel economy and aaxxdynamics in its 
trucking fleet, using less packaging in 
consume' items and otho’ technological 
improvements. Wal-Mart will also show 
preferetice to suppliers that set their own 
energy efficiency goals and aggressively 
reduce their GHG emissions. 
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Energy firms highlighting energy 
efficiency initiatives typically 
are expanding the use of 
cogeneration, which produces 
electricity and thermal steam 
simultaneously 


’A 1 MW power plant can power 650 to 1,000 
homes when running at full capacity. 

“One short or English ton is equivalent to .91 
metric tonnes. 


Kimberly Clark has also focused on 
making energy e^lciency improvements. 
From 1990 through 2005, it reduced its 
carbon emissions sales dtrflar by 
approximately 40%. 

Avon Products has a target to reduce its 
total energy consumption per unit of 
prcxluction by 10% at its manufecturing 
locations by 2008. 

Sara Lee and several other companies in 
this sector are re^^hing strategies to 
achieve GHG reductions mainly through 
energy efficiency improvements. 

Energy 

Energy firms highlighting energy efficiency 
initiatives typically are expanding the 
use of cogeneration, w/hich produces 
electricity and thermal steam 
simuitaneously. Companies involved in oil 
and gas production are also >vorldng to 
reduce the venting and flaring of 
methane, a potent greenhouse gas. 

ExxonMobil has committed to improving 
the energy efficiency of its U.S. refining 
operations by 10% between 2002 and 
2012, as part of its participation in the 
American Petroleum Institute’s voluntary 
Climate Challenge Program. It has also 
invested more than $1 billion in 
cogeneration projects, and now has 
interests in 100 such facilities with a 
combined capacity of 4,300 megawatts 
(MW)’ of power. This cogeneration 
capacity is estimated to reduce carbon 
dioxide emissions by more than 10.5 
million metric tonnes annually. The 
company plans to increase its 
cogeneration capacity to more than 
5,000 MW by 2010. 

ConocoPhilltps U.S. refining unit has 
also set a goal of improving its energy 
efficiency by 10% through 2012. TTie 
company's upstream operations continue 
to pursue GHG abatement by reducing 
flaring and fugitive emissions of methane. 

Occidental has an ongoing commitment 
to enhance the energy efficiency of its 
operations and has £K:hieved a 39% 
improvement in the intensity of its en^y 
use since 1996. To achieve this 
improvement, Occid^ital has invested 
heavily in energy conservation and 
cogeneration projects. Like ExxonMobil 
and ConocoPhiflips, tiie trompany is also 
involved in methane flaring reduction 
programs for its upsbeam operations. 


Financials 

Citigroup is planning to set energy 
efficiency targets for all of its facilities this 
year. 

JPMorganChase and many other 
financial services firms aiso are focusing 
on energy efficiency improvements in their 
corporate and branch offices to achieve 
emission reduction targets. 

Industrials 

Eaton owns a business that focuses on 
implementing energy efficiency programs 
for other companies, so putting its staff to 
work at its own company has been a 
natural fit. Eaton reports that from 2003 to 
2006, this business unit conducted 14 
audits and recommended 120 energy 
reduction projects that yielded a reduction 
of 9,000 tons^ of carbon dioxide. This 
group wilt continue to conduct energy 
audits and trainings in 2007 and 
recommend other areas where Eaton can 
make progress. 

United Parcel Service is working on 
increasing the fuel efficiency of its 
vehicles and aircraft, while supporting and 
maintaining a fleet of support vehicles 
that run on aiternatlve fuels. UPS Is 
testing and deploying new technologies 
for its air and ground fleet and facilities, 
including solar, wind and distributed 
power technologies. 

Information Technology 

Deli plans to conserve energy by 
implementing capita! improvements to 
double its average Leadership in Energy 
and Environmental Design (LEED) building 
score. 

Hewlett Packard plans to reduce the 
combined energy consumption of its 
operations and products by 20% below 
2005 levels by 2010. 

IBM has reduced or avoided CO^ 
emissions by an amount equivalent to 
40% of its 1990 emissions through 2005 
as part of its global energy conservation 
program. 
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Microsoft has reduced energy 
consumption by 72,000 kilowatts annually 
at its headquarters by reducing heating, 
ventilation, air conditioning and lighting 
during workdays, replacing high-energy 
lighting with more energy-efficient lighting 
and maintaining heating and cooling 
systems to operate at maximum 
efficiency, it has similar efforts underwcay 
at its other offices. 

Materials 

DuPont has a goal to keep total energy 
use flat between 1990 and 2010, 


Climate Leaders is an EPA 
industry-government partnership 
that works with companies 
to develop long-term 
comprehensive climate 
change strategies. Partners set 
a corporate-wide greenhouse 
gas (GHG) reduction 
goal and inventory their 
emissions to measure progress 


Dow has pledged to reduce the intensity 
of its energy use by 25% by 2015. using 
2005 as a baseline. 


Respondents with Energy EfRciancy Programs 


Others in the industry also cited energy 
efficiency as the cornerstone of their 
emissions reduction programs. 

Utilities 

Many electric utilities also are heavily 
involved in energy efficiency programs, 
both for their customers and their own 
operations. 

NiSourco, for example, committed in 
2005 to improve the efficiency of its 
energy delivery by 7% between 2001 and 
2012, as part of the EPA's Climate 
Leaders program. Total benefits of 
NiSource's efforts are expected to reduce 
projected GHG emissions for 2012 by 
approximately 1.9 million tons. 



Companies Setting Energy Efficiency Targets 


70% 
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Climate Change Legislation: The Time Is Now 

by Jason Grumet - ^werft4 tecSwctogy incentwes. Moreover, because 

CC^ arise throughout the economy, oniv an 

The case for legislation to limit U.S. ^ pPO 0 ?Bn can aeitver maximum 

(GHG) emissions has become more ' fe€te<^»^^fl»towestGost. - ^ 

ever. Accorbfng to the federal En^gy tnfoiniatioft 

Administration, our nation’s energy-related ^ Is critical to forging the poiiticat 

emissiais are likely to grow another 34% 2030 if to-mcwe fcMvsw:! without further 

current trends continue. At the same time, we kraw d^sates usually bog down in fruitless 

from the latest a^essment of the lntergovemm«\tal .: . v::::; ;.€ttgsai^^ making the nght assumptions , 

Panel on Climate Change that the nsksofclimate. -r fuel prices and other factors. Different 
change are real and growing. Meanwhile, there is . ^^mptkHis can produce wildly different estimates of 

mounting evidence that the costs of further d^ay in . . Impact., The safety valve feature in our 

initiating reductions are likely to be substantia. The jsoposstf^ which would make additional emissions 

faster we get started, the smaller tlie buiden of future . aflowances av^labie for purchase from the government 

mitigation and adaptation efforts and the smaller the . . at a predetermined, but steadiiy escalating price — • 

human suffering and long-term environm^^ damage. : .h^ps to cut thrmigh these debates by assuring that the 

cxjst of emissiOHS icductfons required Under the 
As the science ^Cftvs strwger, so does conswisos ttet . :; i ;Tip above a known level. At the same , 

wemaed a FedfiM^i legislative solution, htew pfc^wsare ; ftm* 8»Commi^ion recogoizes that 
GOmir^ to me table, including l^r unions, T v outweigh tfie need for; 

Ghrfetians, farmers, sportsmen, naticsna! seajntyhavirf<s-ki;: fuoe^c such that it would be appropriate 
and eoal-^based utilities. Membere of Ccwigress have ' : ^ if ^^itfteant c«-ogres5 has occurred at the 

msponded with a variety of bills with different em^ions S,. Mamationaf level — to transition awayfram the safety 
tatgets andotlw features.C^ie proposal by Sens. Jeff vahfetow«ird firm eniisston caps overtime. Meanwhile, 
Bihgarhan (D-NM} and Arien Specter (R-PA) Is based on ' a h©^ ctebate has begun about the best apprpac^ 

.a mandatoiy climate program put forward by my for maia^ng cost uncert^^ and economic risk; One; 

oiganizatfoa Mora bills ara in the works that wHl likely ■' Senate proposal has a cbst^tontalnmeot mechanism 
(Ximbhwrnai^ ^wmnts.of existing propose “ - that involve pem^ bondwfeg governed by a ‘Carbon 

Market Effidoncy Boatd’.aklnto the. FeCleraf.Re8©rv®.\ ■■ 

8p the question is not whether th^ wRi be legislation, . 

but rather what features will best meet the mu!tl{:Re ■ ^ivo' Powttv allowance allocatkm is vitally important 
goats of a comprdwnsive climate policy for the Udted politically because ft determines who bears the djsts ; ; 
States, The National Commission on Energy Ftoficy has : ' '^d benefits of a climate program. The Gominisaon , 
takert the position that six key components should be believes that allocation decisions should be guided by 
. inctuded in any mandatoiy GHG program. equity considerations and seek. tO: maximize benefits to: ; 

stakeholders and society as a whole. Based on ; 
economic modeling to assess thS: rough distfibutiphbf :v; 
cost, burdens associated with GHG regulatibn across' 
differentinduskysectors, the Commission has : ' 
reccmmended that no more than.:5b% :pt.^emiMiior«:. ■ 
permtte or allowances avealable in an economy-wide^ 
f^rst, the immediate goal shoild be to put in f^ace cap-and-trade program should be allocated for free^ , , : ; 

a policy trarnewofk that.qan l^t many years and . -with the remainder devoted to finance other policy 

be adjusted over time in re^ns© to evdvii^ . go^ Ovw time, foe share of allowances allocated at ; ■ 

scientific, ecoriomic, technological and internatiwr^ : . to industry ^toofo decline gradually as:th©^;;:'v-^ 

developments. We must get stated: with a ciea’ 
signal to investors, consumers and ottier naticm. 

: - - th^ocmfront significant un-recovered costs under the 

Second,, a chmat© dtange program shotRd be mairat- avt^ conferring largewindfall profits, and 

based and economy-wide. Market-bssed approaches, : :::w resources to speed the : ^ 

like the landmark Acid Rain Program, have .yielded the. . 
least cost emissions-reduction options and created 


Any legislation should contain six elements to 
send proper signals to investors, consumers and 
other nations 
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development of low-carbon technologie«,'^ist- ' - . 
vulnerable areas with adaptation, and ease tie bunfen. 
of higher energy prices orr iow-incorne hOJS^ldS. - 


Ev^tually, a ‘safety valve’ on carbon prices 
might give way to a firm emissions cap to provide 
environmental certainty in addressing global 
warming 


Fifti, any successfut-natiOTial policy must . 
considerabie emphasis on promotir^ vnd» In^natkw^ 
cooperation. By some acxounts, China is ' ; 

new coal capacity at the rate of one targe powst.J^it.v.-; 
, every week to ten days, and it has jUSt surf:^s«J;the.^ - . 
United States in total cart)on emissions. In tWa context, 

It IS cte®" that the U.S. must lead, butateo ttiat «jr 
major trade partnere and other large ®nitt®s fc^w siA. 
The Conmission has therefore proposed a dcwneste 
policy that (a) provides for periodic rewew(ev«y fitteS N ss 
years) to assess international and scientific 
dev^opments, {b) explicitly links continued tightening of 
program teigetsto p-ogreis in other countries, : 
signals the United States’ intent to work with ottier.. v : 
countries to forcefully address trade and 
competitiveness concerns if other major emitting 
nations fall to act within a reasonable timefr®ne. 


' Of iKajtse, fte devii is tn the details when it comes to 
principles intospecific Ic^, -s.utive 
•ife^^aage.^But.-ttie uigent imperative to act and^^et-:.- - 
'Soon>- most rwt get iost as the Oor^r^apna^debate 
Qv^ UiS, climate policy intens'fies in tlied^tocome, 
©BtSr^ ft fight IS essenti^. Bui so is getting started 


Executive Dii^or of ttiB: • ; ' 
fis tionef: Comfniseion on Energy Poticyt a bipertisan^ 
0 oup energy experts from industry, k * 
env^meiTfe/ and constimer grains and:aea<#«Tjfe^!" 
(mrw.energycomrnissfon.org). - The Commission issued a 
comprehmsivB set of consensus recommencfefions for 
: U.Si eneigy policy in December 2004 and-updated- , 
these reconvnendations.ln />pnl 2007. The Commission. . 
is a pi^ect of the Bipartisan Policy Center 
www.bipartisanpolicyorg. 


Sixth, market-based efforts to limit QHG emissions 
must be pared, with a major technology pin^ to 
develop and deploy the low-carbon alternatives that vwll 
aHow us to meet taltical environmental effectives while 
maintaining secure, tellable and affti^dabte means pf'^ 
meeting our energy needs. We believe that a comfcsned;, 
strategy .of. market signals and robust technology x 
incerttiyes is the most effective and least costly way 10i>- 
achleve a meaningful shift from business te-usuat 
trends, white equitably sharing the bwden d 
. rhitigation among SSweholders arxi taxiki.o-t Our 
aoproachtherefote calls tor a combined packa^t^ k.x 
pofief^ and publtolncentlves to accel^’ate the 
development and early deployment of promisng 
'mergy-effictency and lowKiartDon-supj^ technologies; ' 


Finally, solutions to climate chsuige must be pursued ih- 
concert with other critical ene^y policy goals such as 
improving America’s energy security, reducing oil 
dependence, and ensunr^ that our energy ^ems are 
adequate and rdiable to meet future needs. Thus, the 
, Commiteion has also- called for efforts to improve 
vehicle fuel economy; promote cost-effective energy 
efficiency investments; develop promising renewatite 
ene^y resources, including biofuels: diversify available 
supplies:oftossii fuels, especially nature g^, in an. 
©tvironmentaliy responsible mann^iaddr^^otsstacles 
to nuef^r power: develop the technc^les.nfeeded tp; 
preserve a major rote for coal, especially .tech.ndog|^ :7:: 
tor carbon capture and storage; arK3 ,inv8Stiri eriti<^ : : : 
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Respondents witfi Renewable Energy Products 



RENEWABLE ENERGY 

Among S^500 respondents to the CDP5 
survey, 37% referenced involvement in 
renewable en^y projects. Utilities lead in 
this category (70%), followed by 
companies in the Consumer Discretionary 
(48%) and Consumer Staples (41 %) 
sectors. Despite a proitferafton of “green 
power” purch^e pwtjgrams and 
Renew^ie Portfoiio Standards at the 
state level, relativefy few respondents 
have set targets for their own renewable 
eneigy use. Tlie sectors with the 
most respondents setting targets are 
Consumer Staples (23%) and Consumer 
Discretionary (13%), followed by 
Information Technology (1 1 %) and 
Utilities (1 1 %). No respondents in the 
Telecommunications sector have set 
renewable energy goals. 

Consumer Discretionary 

Camfval is involved in a project that is 
testing bio-diesel fuels as a replacement 
for petroleum-based fuels in some ship 
engines. 

Consumer Staples 

Molson Coors has a \/irginia facility that 
runs on biogas from anaerobic treatment 
of wastewater. In addition, it is 
investigating installing a small-scale solar 
photovoltaic system to supply electricity 
at the facility. 


Financials 

Citigroup, JPMorganChase, Weils 
Fargo and other banks pian to achieve 
GHG reductions in part through green 
power purchase prgrams. 

Health Care 

Pfizer has pledged to meet 35% of its 
electricity needs through the use of 
renewable and cogeneration technologies 
by 2010, 

Industrials 

United Parcel Service is using solar 
power to meet approximately 70% of the 
power needs at its Palm Springs, Calif., 
sorting facility, in addition, UPS has 
several facilities in California using 
biomass sources as part of their 
electricity supply. UPS says that it 
continues to evaluate additional 
renewable energy projects in the area of 
solar, wind, hydrogen fuel cells and green 
power purchasing. 


Compantes with Renewable Energy Projects 
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Information Technology 

Google is committed to creating 50 MW 
of new renewable generating capacity by 
2012. Earlier this year, it completed the 
first major phase of a 1 .6-megawatl 
photovoltaic solar pane! installation at its 
Mountain View, Calif., headquarters. The 
company says that the installation is the 
largest one by a corporation in the United 
States to date. 

Microsoft installed a solar electric system 
at its Silicon Valley Campus in Northern 
California in 2006. It generates 480 
kilowatts at peak capacity, enough energy 
to meet approximately 1 5% of the 
facility's total energy needs. The system 
will reduce the campus’ CO? emissions by 
4,000 tons annually over the next 
30 years. 

Motorola plans to increase its purchases 
of renewable energy from 5.2% in 2006 to 
approximately 10% by 2008. 

Deli is also considering direct purchases 
of renewable energy and purchases of 
renewable energy credits. 


Materials 

DuPont has a goal to incr^^ renewable 
energy use to 10% by 2010 is 
developing a pilot-sceJe ‘bto-refinery.’ 

Dovir is also committed to increasing 
green power pLu-chas^ and makes a line 
of high-pwfcMTnance plastics frcnn com. 

utilities 

Many electric utilities also are involved in 
renewable enwgy development, often 
through unregulated si^idiaries or under 
state mandates. 

FPL Group is the largest wind energy 
developer in the United States; it owns 
more than 4,01 5 MW of wind generation 
in 16 states. In addition, the company's 
Sunshine Energy program in Florida 
installs 150 kilowatts of solar capacity for 
every 10.000 customers that sign up for 
this program. 

Duke Energy plans to expand its 
renewable energy generating capacity to 
2,100 MW by 2012. 

Entergy owns 80 MW of wind capacity, 

Public Service Enterprise Group (PSEG) 
has proposed to Invest $100 million to 
install solar photovoltaic panels 
throughout Its focal service territory in 
New Jersey. This initiative would provide 
funding for 30 MW of solar energy 
capacity, which is half of the New Jersey 
Board of Public Utilities’ iarget for solar 
energy installations in PSEG’s service 
teiTitory in the state for 2010. 

Sempra Energy s San Diego Gas & 
Electric subsidiary plans to meet 
Califc^nia’s 20% Renewable Portfolio 
Standard by 2010. 


GHG Emissions Management 


Despite a proliferation of "green 
power" purchase programs and 
Renewable Portfolio Standards 
at the state level, relatively few 
S&P500 respondents have set 
targets for their own renewable 
energy use 
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Renewable Energy Finance: Big Steps for US Investors, Smaller 
Ones for industry 

by Angus McCrone ' eqi% ftirKfs, hecfge funds, public martlets, large 

: , ■ - and asset financing of projects via equity 

in a film ^ut Harbor, a :• • 

thathisa)untry^attackHi194rhadmerely6Bfi«af:«^;.- • . , , , 

a 'sleeping giant.’ The same might be ss^d of ttte Amaiaals advaice has so far been !ed by policymakers 

current United States position on climate To fed^ level, by financiers and investors, and 

outsiders, especiaily n Ewipe, the U.S. tjy«^)rw»urei. The big corporations in the S&P500 

nsing international concerns has apf^aed as "sle^’ # haveb^swf^ing Into tine in 2006 - 07, but most of 
not ‘sleeping.' Yet withforniidabie natural resource « 5ia^^hayeyet to adopt speatiead roles It ma^ 
wind, ^iar, geothermal and severed other renevirabte' r;':':^:^^Aft'.:s®£^i.of ‘watch'thls^ace.' • 
energies, plus the money to mvest m a shift 

fossii fuels, the U.S. giant might finally be awrakenir^. - : . -r.^ viitratisawgd^^ng America frcm. its slun^ 

weath^^.evaits such as Hurricane l*^na in 2005. .the - 
of winter in 2006 - 07 arid a rash of heat 
wawK 'artd: floods this simmer have ra^dawaren^s ' ' 
;^3i^ possible impacts of dimate change stden 
from cllmate.Ghange sk^tics. At the same 
ftne; prices surging towards $kl a barrel have 
Led by policy makers at the state level, h^vyweighl renewed concerns about the security of supply. . 

corporations. Wue chip flnancia! institutions surd public 

oplr^n, America has thrown its muscle into cl^n : Policy moves also have had a profound impact, alb^t 

energy. Data from New Energy France show that m with a lower profile. Cfrie change has been the partial 

2006, the United States accounted for $22.5 bilHon of deregulafion of the power sector, giving ^ecWcity 
the $70.9tw hv^ted in clean wiergy worldwide. TWs supprfkws a frew hand to. build their own generatfog . 
was up very sharprty from $12.6tHi in theU.S. 

and $5.7bn in 2004. Fuels Standard 

tsf ethanol and biodtesel blends In motor fuels, 


U.S. investment in clean energy has quadrupled 
in three years and is quickly catching up to 
Europe 


The 2006 data showed the level of irivastment in the 
U,S, Is dosing the gap fast on the European Unio.'.‘s 
$37.lbn. The capital has come from all cfirections — . 


Woridwid* Investment (n Clean Energy (USS billions) 


^ Obliging local Utilities to . 
I'jdBrtve a portion of their deoWclty 'from- 
renewable generatfoir The most 
ambftious of these, in > r.-sota, has 
set a figure of 25% by 2020. Others are 
just behind. Oregon has decreed 25% ; " 
from renewables by 2025, Other states 
have stressed the greenhouse gas 
reduction side. Florida Governor 
Charlie Crist (R) in July 2007 issued an 
executive order for a reduction in 
emissions to 1990 levels by 201 7. 


The response from U.S. companies has 
been vaned. One 

cxwporatlons has spotted opportunities 
to b^jome providers of generating 
equipment, or capacity — for instance 


India Ahica Latin Other 
America Deya- 
l«Aig 
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Major U.S. corporations have not yet made major 
inves^ents in renewables, it may be a case of 
'vratch this space.’ 


A second group has identified the use of renew^jfy . 
generatwi power as a good way of locking in a fixed 
' pncs for electricity over the tong term, pc^biyeamir^ 
carbon credte in the future, or merely generating good- . 
public relations. Macy s announced in June SSJ? that it 
plans to install solar power systems in 26 stores in . . 
Catifomia, while Wai-Mart has unveil«i a numto of 
schemes, including cuts in packaging, efiici«K^Jn ..vr. 
^ electronic goods and the use of solar panefe. 


VsraSun and Imperium Renewables. One reason for 
fius may be that U.S. corporations remained somewhat 
l^ryof thevaiuattons put on clean energy companies 
to 2007, This also extended to ptoiects, with U.S. 
:piayefs often not paying top dollar for large wind farm 
l»^lk)S — instead letting Energias de PorUiga! take 
^Hcnfson-Wind for an ©ntaprise value of $2.7bn in the.' 
spring of 2007, and U.K.-based tntemaficwial Power 
taring the Trioergy portfolio for $2.5bn in August. : 


Athird. group, :the investmesit banks, has idarilftsd?: 
renewable energy investment and carbon trading as new 
profit centers. Goldman Sa<^s has made numerous 
large venture capita! commitments, including taking a ' 
S210m stake in Brazilian biofuels firm Valo Santelisa 
and lading a $25m financing of efficient air cooling firm 
tee Energy. Morgan Stanley committed to put $3bn 
into carbon markets over five years. - • 


Nevertheless, U^S. investors have fc^en in a btsliish .iv. -. 
mood, In the year ending in the second quart®' of 

Nasdaq saw a lot«^ of $2.6bn cte®i energy eauity 

financings, more than any other exchange worldwide. 
The New York Stock Exchange weighed in with a 
further $1.6bn. Between the two, they accounted for 
nearly a third of tne $14bn' invested in clean eneigy. • 
companies by publicmarket investors over the 12- • 
month period. 


A.fourth group, including chemical firms DuP<mt aid 
Dow and majors Chevron and ConocoPhll^, has 
dipped toes In the water by backing research into clean 
. ©ne^y technologies or by investing to young clean 
energy, firmsv ■ 


— Angus McCrone. is chief editor for. Atew Energy 
Finance. Based in London, England^ New En&gy : 
Finance Is a specialist pnowder of lnfoitnatlon and ■■ 
research fo investors In rehewat)l 0 :enei^,hW‘‘Catt)on. 
technology and the cartiori markets:' :.yy 


Does tfiis' mean the big battalions Of the S&P500 have 
embraced clnan energy? ’^s and no: intrigutogly, even 
..as of 'theit^rd quarter .:pi'2007., there is no pure-piay 
U.S.-'icted wind tli^ina.wanufacturer. The nearest, 
Clipper Windpower. }$ U.S. based but listed on 
London's AIM. Equally, the^Splar ®iergy manufacturing 
industry remained largelv 
European and Chinese 
based, and while there 
were a number of Chinese : 
firms listed' onUS. 
exclianges, there tias been 
no significant takeover oF a 
solar firm by.a. U.S.' 
corporatiori. 


Cl«an Energy Equity Offerings 7/1/2006 — 6/30/2007 


S2S71m(10««) 


Sie3trrU3/1/1) 


Sl5T<m (te/mi 




SAePuiic 

NASOAQ-QSM 


ISUmiOWI) 


Even.in biofuels, where 
U.S. owned business^, 
have proiiferated In the last 
two years, the significant 
piayers — with the . . . 
exertion of integrated 
agribusiness giant ^her 
Daniels Midland — 
were .generally mid-sized 
firms such as Aventtne, 


BtmMy S33Cm{(M 

ASX IMIWr r S238m(3fi/1} 
Singapore eSSSS 

TSX we S114m(<»3/2) 
wm S96mn/1--2) 
HASOf£l-C» W S90m(2/1>2) 
Shanghai M M6m {M-'O) 

ThMiana I $14m(1.«0) 
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Respondents Setting GHG Reduction Targets 



Respondents SeWng GHG Reduction Targets 


GHG REDUCTION TARGETS 

PCX' some compaiies, ^tergy efficiency 
and renew£4>le m&gy are 

m^ns tov^d the iaga- of reducing 
greenhouse gas emis^ons. 

S&P500 respondwte to the CDP5 survey, 
relatively few have declaed ftwmal GHG 
reduction gt^ls. Altogether, 29% of 
respondents haw set GHG tagets; these 
include emission intend targets as well 
as tsugets to reduce levels of ^solute 
emissions. 

Among survey n^xindents, Utilities lead 
in setting GHG reductton goats p9%). 
followed by Materials (45%) and Industrials 
(37%) firms. No respondents in the 
Telecommunications sector have set GHG 
reduction goals, and only 13% of Energy 
sector respondents and 19% of Financial 
Services respondents have set such goals. 

A majority of UtPities setting GHG 
reduction targets have opted for intensity 
targets. Energy, Materials and Industrials 
companies are more evenly split between 
absolute and intensity targets. Among 
other sectors where respondents have set 
reduction goals, the vast m^ority of the 
Financial Services firms have set absolute 
targets (89%). followed by Health Care 
(71 %), Consumer Staples and Consumer 
Discretionary firms (62%). 

Most respondents with GHG reduction 
targets have chosen relatively short-term 
goals: 88% have set a target within six 
years, with only 12% setting longer-term 
goals. AH of the Energy companies with 


such targets look out no further than two 
years. A majority of the companies in the 
Financial Services, Industrials, Utilities. 
Information Technoiogy, Consumer 
Staples. Health Care and Materials sectors 
with targets have opted for a three to six 
year window. Materials, Consumer 
Discretionary and Consumer Staples firms, 
as well as Utilities, are the most likely to 
have goals more than six yea^ out. 

Consumer Discretionary 

American automobile manufacturers 
continue to focus on reducing their facility 
(Scope 1) emissions, whiie not directly 
addressing GHG emissions from their 
prodLicts (which are a far greater source of 
emissions), 

Ford has a target to improve global 
manufacturing energy efficiency by 1 % 
annually, following an improvement of more 
than 12% in 2000-2004 (normalized for 
changes in production). It has cut its North 
American facility GHG emissions by 10% 
by 2006. relative to a 1998-2001 baseline. 

General Motors has set a global goal to 
reduce energy use at Its facilities by 25%. 
and CO 2 by 21% by 2010, using a 2000 
baseline, 

Johnson Controls and several other 
companies In the Consumer Discretionary 
sector reference their participation in the 
Business Roundtable’s Climate Resolve 
program, This industry Initiative mirrors a 
goal set by the Bush administration in 2002 
to achieve an 18% reduction in the GHG 
emissions intensity of the U.S. economy by 
2012 (specific targets vary by industry). For 
its part, Johnson Controls says that it is 
looking beyond its Climate Resolve pledge 
and is working with tire ERA’S Climate 
Leaders program to set a more aggressive 
GHG reduction target. Johnson Controls 
also says that it is aiming to achieve carbon 
neutrality within the next 1 0 y^rs. To get 
there, the company says it wli reiy on 
internal process and energy efficiency 
improvements, as welt as on emissions 
credits obtained for delivering energy 
efficiency improvements to its customers. 

Two others companies in the Consumer 
Discretionary sector have made reference 
to achieving ’carbon neutrality’ in their 
operations. 

Nike says it plans to have its facilities and 
business travel activities become carbon 
neutral by 2015. 
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News Coip- intends to reduce its us© of 
non-renewable energy sources to decrease 
its total cation footprint by 1 0% in 201 2, 
compared with 2006, and says it is on its 
way to reaching net zero carbon emissions. 

Consumer Staples 


Citigroup has corrunitted to reducing its 
GHG emisaoTO from fadBty-related energy 
use by 10% betwe^^)05 ^td 2011. 

JPMorganChase dans to achieve an 
absolute r^ucfion of 7% bdow its 1890 
emisstons by ^12. 


29% of respondents have set 
GHG targets; these include 
emission intensity targets as well 
as targets to reduce levels of 
absolute emissions 


Colgate-Palmolive has set a goal to 
reduce its COj emissions by 5% by 2010, 
using 2002 as a baseline. 

As noted earlier, Wal-Mart has committed 
to investing approximately $500 million 
annually to achieve a 20% reduction in 
GHG emissions from its existing stores 
over the next six years, and a 30% 
reduction from a new prototype store 
over the next three yeare. 

Energy 

While ali of the respondents from the 
energy sector are managing GHG 
emissions to some degree, none have set 
targets to cut absolute emissions. 

Chevron is managing the growth of its 
GHG emissions, using 2004 as a baseline. 
In 2005, it met its goal of having no net 
increase in GHG emissions from its 
operations, even though it added 
production capacity and explored for 
energy in more complex, remote and 
energy-intensive environments. Chevron’s 
overall emissions grew in 2005 and 2006, 
although it met its goals for controiling 
emissions growth in both years. In 2007, 
Chevron aims to reduce its GHG 
emissions below 2006 levels (but stiii 
above 2005 levels). 

Hess fell short of its goal to achieve a 5% 
reduction target in normalized emissions 
between 2001 and 2005: as of 2006, Its 
normalized emissions were 4% below 
2001 levels. Consulting firm DNV will 
complete a review of Hess's operations 
before it decides on any future targets. 

As noted earlier. ConocoPhilllps, 
ExxonMobi! and Occidental have also 
set GHG emissions intensity targets for 
some of their operating units. 

Financials 

With minimal direct emissions, most 
financial services firms have focused on 
GHG reductions related to their energy 
purchases and business travel, 


Merrill Lynch has »^ufred credits to 
offset its GHG err^ssiCHis related to 
electricity crxtsumption, heat usage and 
business trav^ for the next three years, it 
is also strh/ir^ to reduce its overall GHG 
emisstons frrotfffini by 2% a year. 

Wachovia has pledged to reduce ito 
absolute CO? emissions by 10% from 
2005 levels by 2010. 

Health Care 

Most pharmaceutical companies are 

ahead of other companies in the * _ 

manufacturing sectw In tenms of setting MoSt rGSponoGntS With GHG 
GHG reduction targets. reduction targets have chosen 

relatively short-term goals 

Johnson & Johnson, in partnership vwth 
the World Wildlife Fund, announced a 
goal in 1999 to reduce carbon dioxide 
emissions by 7% in absolute terms below 
1990 levels by 2010. This goal includes ail 
Scope 1 and Scope 2 emissions 
associated with its owned and controlled 
facilities worldwide. 

Schering-Plough has established an 
absolute GHG emission reduction goal of 
5% below 2002 lev^s by 2012, with the 
focus on stationary source emissions. 


Gre«nhou8« Oas Target types (for those setting targets) 



182 


Carbon Disciosure Project 


■'.*';To view individual company 
responses to CDP5, please visit 
www.cdproject.net 


Sev«^j oth«’ frfiamiac^icEd companies 
have set targets to reduce GHG 
missions intensity. 

Baxter internationat set a g<^t to reduce 
its energy use ar>d ^s)ciated GHG 
emissions by 30% per ur«t of pxoduct 
value betw/^n 1996 and 2005, and 
achievwi a 27% reduction over that time 
frame. In 2(X)6. Baxter set a nevt? goal that 
commits It to reduce its GHG emissions 
int^isfty by 20% between 2(X}5 and 201 0. 
indexed to ^ies. 

Bristol Myers Squibb has established an 
enterprise-wide goed to reduce GHG 
emissions by 10% from 2001 to 2010, 
ncM'malized to s^es. 

Eli Lilly has set a sates-refated intensity 
goal to reduce its energy intensity and 
GHG emissions by one-third betwew 
2003 and 2010. To date, it says, it has 
reduced its energy intensity by 13% and 
the intensity of its GHG emissions by 1 1 %. 

Pfizer aims to reduce the GHG emissions 
intensity by 35% between 2000 and 2007, 
relative to sales, as part of its participation 
in the EPA’s Climate Leaders Program. 

Merck also is working with the EPA's 
Climate Leaders Program to develop a 
GHG emissions reduction target. 

Industrials 

Several large industrial firms have set 
goals to reduce their absolute GHG 
emissions. 


Greenhouse Gas Target Horizons (for those seWng targets) 







United Technologies has pledged a 1 2% 
absolute reduction in GHG emissions 
from 2007 to 2010. 

General Electric, on the heels of the 
announcement of its ‘ecomagination’ 
campaign, pledged to reduce its total 
GHG emissions by 1% from a baseline of 
2004 through 2012. It also pledged to cut 
the intensity of its emissions, relative to 
sales, by 30% by 2008, 

Waste Management, as a founding 
member of the Chicago Climate 
Exchange, has committed to reduce its 
GHG emissions by 6% from 1998-2001 
baseline emissions by 2010, including a 
1 % annual reduction from 2003 to 2006, 
and a 0.6% reduction from 2007 to 2010. 

Information Technology 

IBM has set a number of second- 
generation goals, including reducing CO- 
emissions associated with its energy use 
by 12% between 2005 and 2012, as part 
of its membership in the EPA’s Climate 
Leaders Program. IBM has also agreed to 
reduce emissions of perfluorocarbons to 
10% below 1995 levels by 2010, in line 
with the World Semiconductor Council’s 
program to reduce emissions of this 
potent greenhouse gas. IBM also plans to 
cut CO- and PFC emissions in North 
America by 6% by 2010, as measured 
against annua! average direct and Indirect 
emissions over the period 1998 - 2001. 
This pledge comes under the Chicago 
Climate Exchange Phase (i program. 

Motorola has committed to achieve an 
absolute 6% reduction in its GHG 
emissions in 2000 - 201 0, as part of its 
membership in the Chicago Climate 
Exchange. It has also pledged to 
decrease Its normalized carbon footprint 
— including direct GHG ©missions and 
indirect emissions from electricity use • 
by 15% between 2005 and 2010. 

Intel plans to reduce its GHG emissions 
by 30% per unit of production between 
2004 and 2010. It also is a member of the 
EPA’s Climate Leaders Program and is a 
signatory to the Worid Semiconductor 
Council agreement to reduce emissions 
of PFCs. 

Advanced Micro Devices (AMD) has 
pledged to reduce its energy intensity and 
GHG emissions intensity by 30% and 
40%. respectively in 2002 - 2007, relative 
to production. AMD also plans to reduce 
PFC emissions by 50% between 1895 
and 2010. 
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Dell has committed to reduce its GHG 
emissions intensity by 1 5% between 2006 
and 201 2 as part of its participation in the 
EPA's Climate Leaders Program. 

Materiais 

Weyerhaeuser has set a long-term target 
to reduce its GHG emissions by 40% 
between 2000 and 2020. This is the most 
aggressive target in the forest products 
sector. 

international Paper has set a goai of 
committing to reduce its GHG emissions 
by 15% in 2000 - 2010 as part of its 
participation in the Climate Leaders 
Program, 

MeadWestvaco has set a target to cut its 
absolute emissions by 6% below 2002 
levels by 2010 at its principal U.S. 
mafiufacturing facilities, as par! of its 
participation In the Chicago Climate 
Exchange. 

iUcoa has set a particularly ambitious 
target to reduce its direct GHG emissions 
to 25% below its 1990 baseline by 2010. It 
is working on several voluntary programs 
with regulatory authorities in the United 
States and Canada to reduce emissions 
from its smelters. 

Dow lias committed to a 2,5% per year 
reduction in the Intensity of Its GHG 
emissions per pound of produced product 
from 2005 to 201 5, By 2025, Dow plans to 
halt the absolute growth of its GHG 
emissions and reduce them below its 
1990 levels. 

DuPont has set one of the most 
aggressive GHG reduction targets of 
any firm. In 1999, It established a GHG 
reduction goai of B5% from a 1990 
baseline. By the end of 2003, it had 
reduced its GHG emissions by 72%. 

Taking divestitures into account, it says Its 
total reductions were 56%. The company 
has further pledged that by 2015. it will 
reduce its GHG emissions by at least 15% 
from a base year of 2004. 

utilities 

Several electric utilities, including 
Constellation Energy and DTE Energy, 
highlight their participation in a voluntary 
industry agreement to reduce sector-wide 
GHG emission inter?siry of electricity 
production by 3 - 5% by 2012, compared 
to average levels during 2000 to 2002. 


Public Service Enten»1se Gmup has 
gone a step furthw, committing to reduce 
its GHG emissions intensity by 18% 
between 20{X) and 2(X)8. 

Entergy in 2006 made its second five- 
year voluntary GHG stabilization 
commitment in patnership with 
Environmaital Defense and Climate 
Leaders, ft says it wiH stabilize CO 2 
emissions from its power plants and from 
its controllable purchases of energy at 
20% below 2000 levels from 2006 
through 2010. 

EMISSIONS TRADING 

One other means that companies have to 
manage tlieir GHG emi^ons is to enter 
markets where c^tson credits can be 
bought and soW. Among S&P500 
r^pondents to GDPS, this option has been 
used sparingly thus far. Only 36% of 
respondents say they have consideiwl 
engaging in emissions trading, and just 
17% have actually participated in any 
trades. 

Utilities (78%). Materials firms (68%) and 
Enwgy firms (56%) are the most likely to 
have considered trading; half of the 
respondents in the Materials sector have 
traded aiready. Conversely, fewer than 
20% of the respondents in the Consumer 
Discretionary, Information Technology and 
Telecommunications sectors report any 
consideration of emissions trading. 

Most respondents’ involvement in 
emissions trading has come as a result of 
the European Union's Emissions Trading 



Scheme. This is a mandatory program for 
U.S. companies with facilities in Europe 
that are subject to GHG regulations under 
the Kyoto Protocol. A smaller percentage 
has participated in the voluntary Chicago 
Climate Exchange; credits bought and sold 
on this exchange do not count toward 
compliance with the Kyoto Protocol, 

Only a fiandful of respondents have sought 
credits through the Clean Development 
Mechanism and Joint Implementation 
programs set up under ttre Kyoto Protocol. 
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Catching Up to Climate Change: 

Prospects for the Kyoto Protocol after 2012 

by Dr, William R. Moomaw 


Kow that a consensus has emerged in government, Amirans made ttw change. ' 

bustness and amor^ the pubiic that chmate chai^ te ^ yeas teter, electncity v 

-• h iip jpiWtin gi^ll^ debate has shrfted to what con b&do^, mi the atA(»fK)biid would proi 

land how n^Cich wiil it cost The Kyoto Prcrtocot «nd ^^ytes and create the st 

■In?ni2, ^td're^res only a miniscule 5% redut^^&T- 

emissions below 1990 levels by the wortd’s ««5u4*14' to 2005, and we 

nations. The United States, tire vmrid’s leading US. ^ectaaty produced 1 

and cumulatit^ emitter of heat trapping gases, opted highly efficien 

out of the ProtoGors requirements and is now :u:f^:iiaMfc^..tB -Srepast 20 years,- 


rtKxe.ttian gaslights did. and an automobile 
: afKl-tiie fueltorun rt.cost more than a horse and. buggy 
Am^rens made ttre change. Who could have imagined 
tetsn ele«ncity. would be m most 
iho atA(»trebiid would profoundly. te3PSf4Mm.mob<lity 
^^ytes and create the subuiPs? 

s to 20QSi and we see that jl^tt 

;;”:USi>^sGWdty w^ produced by non-h^fSa 

«Ki highly efficient hyfcsid ears were still a : - 


to figure out bow it can reenter the prof • • 

the spirit of its commitments under the UN. Framewre^; 
Convention on Climate Change. 

A massive transformation of our economy and 
energy sources will be needed in the next 50 
, years — but we have done it before 


' states have shifts more than 20% of their 

: powa-. Is it so impossible 

to achieve such a radical tecStnofogical and sacietsl . 

to low efrttting homes; power plants,, vehices ar lu 
■Industries by mid-century? : v : v 

Itteestimated that 80% of emissions oome from ' 
cities, wlto half of that irom our buildings and the 
electricity to power tfw). Given toe large amount of 
undeiperforming faufldtogs ^ready in existence, a 
massive effort to upgrade their pertormance and 
standards for new construction can reduce energy 
requirements by half to two-thirds. Doubling and tilpfing 


Fne cost of coetstaf dam^e from intense hurrk^nes fe : undeiperforming faufldfrigs ^ready in exi 
r ctncreasing, storm surges are becoming m^e intense massive effort to upgrade their pertormg 
ahct; frequent as sea level rises; crasta! infrastructure standards for new construction can redi 
and trHtenS: of dollars in beachfront proper^ is in requirements by half to two-thirds. Dout 

jeopardy as b^ctoes erode; droughts and ftres sts^ the effreierrey of ele^ appliances iS; well within, 

western United States suid other countries: tcxrential .- :: Vvy'i9ecBSOTrtte and techn<^lcal c€¥>abiiiheSi Over the nex^ 
downpours inundate communities and the, frw.stpD(^^.i^^::;';oIfi^|;C^hto(7 .r.ost, existtng eleOtridalpov 
of'fresh water in. snowfields and giaciers be replaced, andi. the.freed-torft 

, .vanisf^grWa are learning that not payin^.lQF. « i«juced through Improved 

to sloW climate change, :and failing to leavena-v -- •■j.r,; 
with major damage cuats and mucto human 

'•'-■f-. \ 'w' Shifting to 

burope and Japan aretrylrig to rTre©t ,frteVoiH^aS^^ : distobuted 
under the Kyoto Protocrol. in the United ^fttee, 
wluntary and incremental actions talren tO'date 

individuals* corporations, communities and states have ; ; -than of our eloctncal power 

provided some useful learning, txit are scarcely enough coal is to continue to be used in existing 
■to make the kind of difference that Is required-to avoid . plante, the carbon.dioxide emitted virfll n 
the worst climate impacts. To limit global warming to as captured and stored for millennia in geo 

little as 4‘ F in this century requires that ail economies formattons, depleted gas and oH fields, i 

• participate, but also that Americans and ottrer industrial . by algae or otoer photosynthesizing org 
. -nations reduce toetr emissions 80% by the 2050s, . produce biofuels. Peitiaps a new gen^i 

This is equivalent to reductions of 3% p©- year . power may make a contribution to futur 

(compounded) over the next half century. This-sounds 

like a massive taskto transform our economy and the . - , - Long-term reduction goals with inte 
energy sources that, fuel- it in such a short time. benchmarks are needed to assure ii 




Sihiftfng to 
disfiibuted 
loifireremi 
transmission 

than of our ei^Gtncal power 
coal IS to continue to be used in existing or 
plante. the carbon dioxide emitted virfll need to be 
captured and stored for millennia in geological 
formattons, depleted gas and oH fields, or else captured- ■ 
by algae or otoer photosynthesizing organisms to 
produce biofuels. Peitiaps a new gen^ation of nuclear . 
power may make a contribution to future reductions in 


Long-term reduction goals with intermediate 
benchmarks are needed to assure investors and 


But we have done it before just a century ^o. In 19(^, 
oniy 3% of American hom^ had etectnc ^te, arid-; ' • . 
Henry Fold had just introduced Ws first aesanWy lme 
•for ths'Model T car.-Despite the fact 


companies that there is an enduring market for 
: low-carbon energy supplies and energv-efficient 
«^uipment 
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Guest Commentary 





Both developed and developing countries must 
address climate change as the centra! challenge 
to sustainable development rather than treating it 
merely as another pollution problem 


Finally, transportation emissions must be aikires^: i-; 
through a combination of more efficient 
aircraft, through the use of low emission fu^s, and-fc^: 
reducing the distance traveled through impro^d feKid.:, 
use and transportation patterns, ft is impests to 
long-term performance and adoption irw^tiy^ 
ftan to dictate specific technologies. 


tte n^st criticaf change that is required is for both 
devetoped'and developing countries to address climate 
^ the central challenge to sustainable 
development rather than treating it merely as another 
problem. Structuring the rules to promote a . 
:rm3fie'errefgy efficient economy that utiiizes a much \ 
"W^ier-pKcentage of locally f^oduced cieon enemy wiir. 
'.• 2 as};mduce' air.and'.w^er. pollution, require less land " 
<'d^(rad^n. incress© energy and economic security 
a.soijce of .resource based ■ ! 


So what is needed to induce such a massive 
transformation? the post-Kyoto agreement n©©:js.t0:v-. 
set a framework, .allocate responsabilities and tfien each 
„ nation must deveiop an appropriate system forv.'.t;::r.'v:i:::; 


Fiist, there-n^ to be, long-term global emission . ; 
reduction goate' for the (text SOIOO y^rs witli '' " 
rlhtefmedlate berichrnarksto as^reinve’-ux:, h:k-j 
companies that there is an enduring market; 
emission energy supply Systems and highly 
appliances, lighting, vehicles and equipmerit. 

Second, there needs to be a set of policies that 
reward the most efficient and cleanest options 'while 
penalizing or restricting high emitting options. 

^ third, all natiofis. must participate in, the process of . 
iowering their;,©rn}Ss!ona of heat trapping gases. In 
doing SOf the development needs of developing 
, coumries must'be recognized suid technological 
innovations ^d'fliiahcial.ihsfrurrientewilt nee^ be 
iniDiemeFiied that wHI altowlhem. to develop without 

ovei-lxii-deninci thB:atraQSph^:wrth:heat,.trap^ng,;o;;;;; 


R. Moomaw j$- Professor i? * ,s, 

■&\^wmental Po!icy and Director of the denfer 
■tntefm^al Environment and Resource Pobcy at.ifie:im 
Betcher School, UttArerefiK; f#e./s tkelesd-mthory 

oHeve^ report by toe fntergevemmenfisy ^ane/'on 
Climate Change addressing 'energy and energy ■■ :■ 
eWdency is^es. 


■'♦■■fdurth, ariy;^re;^wtmu3taadr 
well'-aS. mitlgatidniahd^^^^^ that will ; 

. ocduhfiwnithe irievflabtei^^d change toat is 
. alreadyfmbeddeafnpuratmosph^arKJoc^ns. 

♦ Fifths; toav^d the- Worst effects' of ciimate changewBt' 
require the mobilizattan of all policy tools available: ... 
inteniatiorv^ trade; the creation of new. climate 
dadicated intemationaf financing systems including ^ 
pOsstbls' tariffs oh internationally traded' fossil , .• ^ 

and international travel; a Tobin type tax on 
exchanges to dampen ^>ecuiation and r^se revenue; 
an expanded Glean Development: Mechanism with . .. 
lower transaction costs' and a reoriemalion of the . , 
World Bank and other regional Banks to finance drty; 
climate compatible projects. 
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8 Results of the CDP5 survey of S&P500 
companies show that American industry is 
making progress in confronting the challenges 


posed by global warming, but hard work lies 


ahead. 
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Conclusion 

Conclusion 


More ttian half of S&P500 firms 
respond^ to the CDP5 survey. The 

increase in respondents to 56% 
represents a Jump of almost 10 
percentage points compared to the 
CDP4 survey results. 

The highest-emitting sectors are 
providing tiie most disclosure. Electric 
utilities and Materials companies had the 
highest response rates and generated the 
best Climate Governance Index scores. 
Only the Consumer Discretionary sector 
had a response rate below 50%. 

Management and directors are paying 
more attention to climate issues. Half of 
the S&P500 respondents have assigned 
board and/or upper-level management 
responsibility for overseeing climate- 
related Issues. Two-thirds of respondents 
are tracking and have reported 
greenhouse gas emissions data. 

Four-fifths of respondents recognize 
commercial risks posed by climate 
change. 

Results of the CDP5 survey 
are not uniformly positive, 
however. American 
industry still lags behind its 
international competitors in 
some key respects. 

S&P500 firms lag the FT500 in 
responding to CDP. Thnee-quartas of 
the world’s largest publicly traded 
companies {in the FT500) r^ponded to 
CDP5, compared to 56% of the S&P500. 
However, the large increase In the 
S&P500 response rate this year is in line 
with historical trends for the FT500 
survey. 

Action to reduce emissions lags well 
behind climate awareness. Only 29% of 
S&P500 respondents have implemented 
GHG control programs with specific 
targets and timelines. Many of the targets 
set do not limit absolute emissions. The 
tack of federal GHG controls is clearly a 
factor in this low percentage. 


Material effects of climate change 
remain largely undetermined and 
undisclosed. mcmt S&P500 
respondents can identify regulatory and 
physical risks associated with climate 
change, few have attempted to quantify 
these risks in dollar terms tyr have 
discussed them in securities filings. In 
addition, cat>on pricing is rarely factored 
into their capital investment decisions, 
even though such decisions typically 
require a multi-year planning prtxress and 
have long payback periods. 

Looking forwatxi, three trends 
are clear. 

Energy efficiency and renewables will 
be drivers of GHG emission reductions. 
The U.S. now rivals Europe in total annua! 
investment in clean energy. More than 
one-third of S&P500 respondents are 
involved in renewable energy projects or 
purchases, and three-quarters are 
engaged in energy efficiency initiatives. 

Much more Investment will be required 
to achieve major cuts in GHG 
emissions over ttie next half-century. 
This will require a massive transformation 
of the global economy and a sustained 
commitment to low-carbon energy 
supplies and energy-efficient equipment. 

Companies that are ahead of the curve 
support mandatory, market-based 
policies to achieve emission 
reductions, in embracing greenhouse gas 
controls, these companies know they will 
have greater certainty in their investment 
planning decisions and new business 
opportunities to exploit, giving them an 
edge over companies that hang on to 
busin^s-as-usual strategies. 


Four-fifths of respondents 
recognize commercial risks 
posed by climate change and 
two-thirds are tracking and 
have reported greenhouse 
gas emissions data. But less 
than a third have set GHG 
reduction targets 



188 


Q Appendices 



189 


Appendix 1 


Appendix I 

Scores and 
Emissions 
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Carbon Disclosure Project 

Appsndix I Scores and Emissions continued 

En^sskms 


Disclosure 
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Appendix ) Scores and Emissions continued 
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Carbon Disclosure Project 


Appendix 1 Scores and Emissions continued 





Emissfons 




Diijclosiue 


Company 

Climitte 
Govorniince 
Grade (S) 

Total 

Amount' 


Intensity- 

t 

Scope 

Sco 

fK.’ 




25S 


wsai 

/ 

/ 







42 




/ 




/ 

Synovus Financial 

13. . 











■■Bsm 


67 

44 

✓ 

✓ 






29 

29 

161 

28- 

/ 

/ 




/ 


25 

.19 

163 

- .. 

/ 







21 











14 










Unisys 

33 

im 

134 

29:. ■ 

/ 

/ 




/ 

United Parcel Services 

46 

imiiiii 

ff^WI 


y 

/ 


/ 



United States Steel 

39 


10 

KliSaH 

✓ 

/ 





United TechnoloQies 

75 


61 

49 

/ 

/ 




/ 

'Verizon Communications 

29 

. 7.171 

36 

81 ' 

/ 

'IHESH 

HHHi 

bhh 

HHHi 

:HHHH| 

Wachovia 

42 

- 




'lIBHi 

bhb 

HHH 

HHHH 

HHHli 

Wal-Mart Stores 

71 

■■.IiiIl.III 

20 

59.-: 

■Rflli 




HHHH 

'BHH 

Wait Disney 

13 










Washinqton Mutual 

17 










Weils Faroe 

29 

551 

106 

11 

BOB 


HHH 

HH 


'HHHH 

Weyerhaeuser 

68 

■CE33I 


4^ 



HHH 

HHHH 

HHHH 

HHHH 

Williams Companies 

25 





1^^ 

HIH 

HHHH 

■bh 


William Wriolev Jr. 

17 

. : 220 - 

126 

■ . "47 . ' 


IHB 


HHHH! 

bhhi 


Wveth 

32 

■miai 

■79 

. ..54 


\^m 


HHHH 

mii 

HIHI 

Xcel Energy 

64 


■ -7 . 


HE3Hi 



HHHH 

.bhhi 


ksssshhhhh^ 

54 

.,44S. 

110 

28 


/ 








50 

■Bm 


/ 





BSSESSliiHH^ 

IIIIIIIIIIIIIQ3IIIIIIIIIII 



HHHHK 



imi 


iHHHM 

IHHHH 



HHHi 

\m^m 



mmm 

^^9 

H9S 

HHHf 

Ihhh 


Emissions are for latest period reported (usually 2006). Where no checkmark appears under Disclosure, the company did not break down emissions according to 
GHG Protocol Scopes 1 , 2 and 3. Twenty-nine companies, listed below, provided emissions data but did not make their CDP5 responses public; their emissions 
data all Included In aggregate rankings but not disclosed individually. 

'Scopes 1 and 2, or total global amissions where companies reported only a total figure; units In thousand metric tonnes of COje, 

“Rank In descending order of Scope 1 and 2 total emlssior^s: Scope 3 reporting not included. 

‘Scope land 2 emissions totals divided by annual revenue. 

‘Now part of Freeport-McMoRan 


CDP5 emissions reported but response not made public 


Agilent Technoiogies 

Allegheny Energy 

Amgen 

AT&T 

Ball 

Bank of New York 

Boeing 

Convergys 

CR Bard 

Oanaher 

FedEx 

Forest Laboratories 
Genzyma 

Goldman Sachs Group 
ITT 


Lehman Brothers Hoidit^gs 

McDonalds 

Navistar International 

Parker Hannifin 

Prudential Financial 

Reynolds American 

Rohm and Haas 

Schiumboiger 

Sealed Air 

SYSCO 

Transocean 

Waste Management 

Weatherford Interr^afional 

Xilinx 
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Appendix il 

CDP5 Questionnaire 


Carbon Disciosure Project {CDP5) Greenhouse Gas Emissions Questionnaire 

We request a reply to the following questions by the 31st May 2007. Please answer the questions as comprehensively 
as possible or state the reasons why you are unable to supply the infwmation requested. If at this stage you can only 
provide indicative information we still welcome this, as a 'best guess' is more valuable to us than no response. 

One of the main objectives this year is to improve the quality of the resptxtses and standardize reporting to facilitate 
better comparison of data across and within sectors. We therefore request that answers to the following questions are 
provided for your company as defined in your consolidated audited financial statements. If you are unable to respond 
on this basis, please explain why and detail the reprxting boundaries you have used. 

We recognize GHG emissions and climate change have varying impacts on sectors and companies. We have 
therefore divided the questionnaire into two sections to reflect these differences. Companies are encouraged to 
answer both parts of the questionnaire where relevant. 

Section A: For alt companies to complete. 

Section B: For the following companies to complete; 

1, Companies with combustion installations with a rated thermal input exceeding 20 MW. 

2, Companies involved in the following sectors: 

• automobiles & components 

• aerospace & defense 

• chemicals 

• construction materials 

• electric utilities 

• energy equipment & services 

• oil. gas & consumable fuels 

• metals & mining 

• paper & forest products 

• transportation 

3, Companies in any sector that may be significantly influenced by GHG emissions or climate change. 

New procedures for CDP \n 2007. 

Please use our website for direct data entry via www.cdproject.net/cdp5. If necessary, send your response 
electronically in English to the Project Coordinator at info@cdproject.net. 

Your response will be made publicly available at www.cdproject.net in September 2007, unless you notify us to 
the contrary. If you inform us that you do not want your information disclosed, we will only use it in production of 
aggregate statistics. 

For additional guidance and information please see tf^e Further infcx’mation attached to this questionnaire, or refer to 
the Reporting Guidance section at www.cdproject.net. 
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Section A: For all companies to complete 


1 Climate Change Risks, Opportunities and Strategy 

For each question please state the time period and where possible the associated 
financial implications. 


a Risks: What commercial risks does ciimate change present to your company including, but not limited to, 
those iisted below? 

i Regulatory risks associated with current and/or expected government policy on climate change e.g. emissions 
limits or energy efficiency standards. 

ii Physical risks to your business operations from scenarios identified by the Intergovernmental Panel on Ciimate 
Change or other expert bodies, such as sea level rise, extreme weather events and resource shortages, 

iii Other risks including shifts in consumer attitude and demand. 

b Opportunities: What commercial opportunities does climate change present to your company for both existing 
and new products and services? 

c Strategy: Please detail the objectives and targets of the strategies you have undertaken or are planning to take 
to manage these risks and opportunities. Please include adaptation to physical risks. 

d Reduction targets: What are your emissions reduction targets and time frames to achieve them? What renewable 
energy and energy efficiency activities are you undertaking to manage your emissions? (This question not required 
if answering Section B.) 


2 Greenhouse Gas Emissions Accountings 


a Metiiodology: Please provide the following information on your company's emissions measurements: 
i The accounting year used to report GHG emissions .2 
il The methodology by which emissions are calculated. 

iii Whether the information provided has been externally verified or audited. 

iv An explanation for sny significant variations in emissions from year to year, e g, due to major acquisitions, 
divestments, introduction of new technologies, etc. 

b Scope 1 and 2 of GHG Protocol: Direct and indirect GHG emissions and electricity consumption.3 
Please complete the table below for tonnes C02e emitted and electricity consumption; 



Globally 

Annex B Countries 

Scope 1 activity tonnes COje emitted 



Scope 2 activity tonnes COje emitted 



MWh of purchased electricity 



Percentage of purchased MWh from renewables 




c Scope 3 of GHG Protocol: Other Indirect GHG emissions. Where feasible please provide estimates 
for the following categories of emissions: 

i Use/disposa! of company’s products and services. 

ii Your supply chain. 

iii External distribution/logistics. 

iv Employee business travel. 


’’ The six main Greenhojse Gases are carbon dioxide (CO,), methane (OIJ. fMlrows oxkte 0^,0). hy<*o(h«rocarbons (►WDs). perfKiwocarbons (PFCs) and sulphur hexafluoride (SFe). 

2 If you are responding to COP for the first time, please provide details Mdere avsHatde, of srassons for tfie last three measurement cycles. 

3 For tfte purposes of respondir^g to this section, please follow the Word Resources Irietftute {Mil}, Wortd Business CourtcH for Sustainable Development's (WBCSO's) Greenhouse Gas 
Protocol (corporate standard rews«l version), details of which can be toord at www.^tgtmtocxri.^ 
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Section B: To be completed by companies defined in the introduction to this questionnaire 


3 Additional Greenhouse Gas Emissions Accounting 

Using the methodology as set out in 2(a), please state your Scope 1 and 2 emissions as follows: 

a Countries: For each country in which you have c^rafions, where avaiiabie. 

b Facilities: For facilities covered by the EU Emissio«is Trading Scheme (EU ETS). Please also include the number 
of allowances you were issued under the applicable National Allocation Plans. 

c EU ETS Impact: What has been the impact on your profitability of the EU Emissions Trading Scheme? 


4 Greenhouse Gas Emissions Management 


a Reduction programmes: What emission reduction programs does your company have in place? 

Please include any reduction programs related to your operations, energy consumption, supply chain and 
product use/disposal. 

i What is the baseline year for the emissions reduction program? 

ii What are the emissions reduction targets and over what period do those targets extend? 

iii What investment has been/will be required to achieve the targets and over what time period? 

iv Wiat emissions reductions and associated costs or savings have been achieved to date as a result of the program? 

V What renewable energy and energy efficiency activities are you undertaking to manage your emissions? 

b Emissions trading: What is your company’s strategy for trading in the EU Emissions Trading Scheme. CDM/JI 
projects and other trading systems (e.g. CCX. RGGI, etc), where relevant? 

c Emissions intensity: Please state which measurement you believe best describes your company’s emissiws intensity 
performance? What are your historical and current emissions intensity measurements? What are your targets? 

d Energy costs: What are the total costs of your energy consumption e g. from fossil fuels and electric power? 

What percentage of your total operating costs does this represent? 

e Planning: Do you estimate your company’s future emissions? If so please provide details of these estimates and 
summarize the methodology for this. How do you factor the cost of future emissions into capital expenditure planning? 
Have these considerations made an impact on your investment decisions? 


5 Climate Change Governance 


a Responsibility: 

i Which Board Committee or other executive body has overall responsibility for climate change? 

ii What is the mechanism by which the Board or other executive body reviews the company's progress and status 
regarding climate change? 

b individual perfomiance: Do you provide incentive mechanisms for managers with reference to activities relating 
to climate change strategy, including attainment of GHG targets? If so, please provide details. 
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Appendix III 

S&P500 Company 
Responses to CDP4 & 5 


Company I 

CDP4 1 CDP5 I 

3M. 

AQ 

AQ- 


msm 

Esm\ 

ACE 

NR 

EBB 

ADC TelecOTtHnunications 

NR 

EBBJI 

Adobe Systems 


AO- 

Advanced Micn> Devices 

..nr . 

AQ- 



EBil 



AQ- 



NH 

Agilent Te^nologies 

IN. 

AO- (NP) 

Air Products & Chemicals 


bssb 




Ailegb^nr Energy 

..DP 



IHIJHi 

EBSI 

AHeraan 

AQ 

IBB 

Allied Waste Industries 

NR 

.IN 


flBBI 

CBHi 


WKSM 




KBi 


DP 

cm 


■CB 

EBB 

Amfcic Fmanori) Grouo 

NR 

diflH 

QffiJ!n||||||||||||M 

■cm 

EBB 

American Electric Power 

AQ 

AQ- 

American Express 

WEsm 

AQ- 

American International Group 

mem 

AQ- 

Amertcen Standard 

AO 

CBB 

Ameriprise hnancinl 

■db 

OP 

A/nerlrujurrarbrxowi 

NR 

NR 

Amgen 

KB 

cszss 

AnadsrVo Petroleum 

AO 

mm 

Analog Dimicps 

AQ 

NR 

Anheuser-Busch 

IN 

AQ- 

Aon 

AO 

AQ 


kb 

AO 


NR 

OP 

Aooitg Oroi4i 

kbi 

NR 

Aoolo Computers 

AO 

NR 


kb 

OP 

AoDlted Materials 

KB 

AX3- 

Archer Oarwete Midlarid 

DP 

DP 

Archslone-Smrfh Trust 

DP 

DP 

Ashland 

mm 

AQ- 


AQ 

ESggSI 

AutodesK 

NR 

NR 


IN 

IN 

AutoNation 

NR 

OP 


Key: 

AO Answered Questionnaire 
IN Provided Information (but did not 
answer questions) 

DP Declined to Participate 
NR No Response 
Nl Not in Sample 

NP Response Not Public 


Company j 

CDP4 j 

CDP5 1 

/^oZone 

NR 

NR 


KB 

ESUSS! 

Avery Dennlaon 

AQ 

AQ- 

AVMS^O^lClS 

AQ 

AQ- 

8ak« Hughes 

AO 



■cm 

K»ajiai 

Bank of Antwica 

AQ 

Em 

of Hew York 

AO 


Barr Pharmaceuticals 

Nl 

ISOB 

Baustfi & Lomb 

mem 

.OP 

Baxter lirtemational 

kb 

wmm\ 

BB&T 

AQ 

cm 

Bear Steams 

NR 

NR 

Becton Otcfclrtson 

mm 

.AQ- .. 

Bed Beth & Bevortd 

IN 

cm 

Bemts 

kib 

AQ- 

BestBuy 


CB5I 

8«U>1s 

KS3B 

IBB 

Biooen Idee 

kib 

ISEB 

Blomet 

■SB 

DP 

6J Services 

KQB 

EBB 

Black & Decker 

OP 

AQ- 

BMCSolTware 

mm 

EeggBl 


mm 

■zzsil 

Boston Prooerties 

Nl 

NR 

Boston Sdentflte 

IN 

AO- 


kb 

AO- 

Broadcom 

flDB 

EBBI 

Browri-Ferman 

KB 

ESCH 

Brunswick 

KIB 

El^^ll 

Burftxrton Nerttwm Santa Pa 

AO 

AO 


AO 

AO- 

CamoCell Souo 

KIB 

OP 

Caortsl One Financial 

OP 

IN 

Cardtnsi Health 

KB 


CamNal 

AQ 

AQ- 

CateroHar 

mm 

mKi 

CB Richard ^le CroiB 

Nl 

A_Q- 


Nl 


Cetoeno 

Nl 

NR 

Centeroolnt Energy 

AQ 

AQ- 

Caritex 

IN 

NR 

CenturvTet 

NR 

DP 

Chertea Schwab 

IN 

AQ- 

Chesapeake Ertennr 

Nl 

NR 

Chevrx>n 

AQ 

cmi 

ChtcaoD MercanWe Exchange Hdgs 

Nl 

ESdllM: 

Chubb 

Cff> 

_PP . 

OENA 

AQ 

:BSafifl 3 li 

QtWA 

IN 

AO .. 

Cincinn^ FInandai 

KBI 


Cinlas 

MM 


CircunCitv Stores 

ksb 

ebhi 

Cisco Svatems 

AO 

AO- 

CIT Grouo 

■SB 


CtttaKHW 

KB 

ijmg 

Ctfizwie Communicaflorrs 

KIB 


CIbix Systems 


ilSBB 

Clear Charxwl Conmunkxitions 

KB 

:ES9H 

Clorux 

NR 

DP 

CI^Erterav 

KB 


Coach 

■SB 

!gK 

Coca Cola 

AQ 

AQ- 


Company 1 

CDP4 1 

CDP5 1 

Coca-Cola Enterprises 

AQ 

AO- 

Cogniiant Technotogy Solutions 

Nl 

NR 

Cdgata-Ptdmoiive 

AQ 

AQ- 


kb 

AO' 



AQ- 

Commerce Bancorp 

■■E 

KBI 


NR 

NR 

Computer Sciences 

NR 

NR 


■OKI 

KBi 

Conwarsa Dtclxiology 

NR 

AQ- 


■£■1 

EBi 

ConocoPhRlips 

AQ 

AQ- 

CONSOL Energy 

Nl 

NR 

ConaoHdatad Edison 

kb 

KBII 

Constdiation Brvids 

NR 

OP 

Consteliabon Energy Grt»rp 

AQ 

AQ* 


mm 

KUSiQ 


AQ 

Km 

I^EUTEEBIHI^IHiKK 

KB 

Esm 

Costco Whctesals 

eesob 

DP 

Countrywide Financial 

DP 

DP 

Coventry Health Ca/e 

NR 

NR 


mm 



BESBI 

ESBI 

Cummins 

KB 

AO- 

CVS Carwnerk 

KIB 

K»Wti!b< 

Osnaher 

BESK 

EgggS! 

Darden Restaurants 

IN 

NR 

Dean Foods 

Nl 

l2iiBB 

Deere 

IN 

IN 


kb 

EBi 

Devon Ertergy 

AO 

KBi: 

Dillard’s 

NR 

NR 

DIRECTV Group 

OP 

OP 

Dollar General 

ecsb 

ESM 

Dominion Resources 

IN 

IN 


NR 

DP 

Dow Chemical 

kb 

AQ- 

Dow Jones 

NR 

AQ- 

IE]QR3EEHIflHHm 

■2I3E 

IN 

PTE Energy 

kb 

kbii 

Duke Energy 

AQ 

Egm 

Dynegy 

<N 

IN 

E-TRADE Financial 

NR 

NR 

E. W. Scrlpps 

Nl 

IN 

El, du Pont de Nemours 

BB 

EBB 

Eastman Chemical 

AQ 

AQ’ .... 

Eastman Kodak 

am 

smi. 



AQ- 


■m 

AQ- 

Ecolab 

■m 

KBii 

I^tjjSQSSSBEEEBB 

IN 

AQ- 

El Paso 

mm 

IKB! 

Sectronic Arts 

DP 

DP 


NR 

AQ.’ 



E!Bi^ 


HESBf 

AO- 


IMnai 

1— n 

Emerson Electric 

AQ 

AQ- 




EOQ ResMirces 

DP 

AQ 


iEEBI 

■■Efll 

Equity Resideitial 

NR 

NR 
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Company 

CDP4 |CDP5 

Estee Lauder 

Nl 

NR 

Ex^Wi 

AQ 

AQ- 

Express Scrfets 

NR 

NR 

Exxon Mobil 

AQ 

AQ- 

FsBUilv DoSar Stores 

NR 

NR 

Fsirw Mae 

DP 

OP 

Federated Department Stores 

IN 

NR 

Federated Investors 

AQ 

AQ 

FedEx 

AO 

AQ- fNP) 

Fid^ty Nadonid fntormatimt Svcs 

Nl 

AQ- 

Fifto Thiiti BanC(Hi> 

NR 

AQ’ 

First Data 

NR 

DP 

First Horizon Nation^ 

AQ 

AQ- 

FbsfiBieray 

AQ 

ACt 

Flam 

AO 

AO’INP) 

Ftoor 

NR 

AO 

FordMotw 

AO 

AQ- 

Forest Laboratories 

AO 

AQ' (NPi 

Fortune Brands 

IN 

DP 

FPL Grow 

AQ 

AQ- 

FranWin Resources 

NR 

DP 

Fretkfle Mac 

IN 

AQ- 

Frewort-McMoRan Cwoar A Gold 

NR 

AQ- 

Gannett 

DP 

DP 

Gap 

AQ 

AQ 

General Otmwnics 

IN 

AQ- 

Gerteiai Eteetric 

AQ 

AO* 

General MHs 

AQ 

AQ- 

Gerteral Motors 

AO 

AO- 

Genuine Parts 

NR 

DP 

Omworth niwncitd 

Nl 

AQ-INPI 

Genzvme 

AQ 

AQ- (NPt 

Gilead Sdances 

AQ 

AQ- 

Goldman Sachs 

AQ 

AQ'INR 

Goodrich 

NR 

NR 

Qoot^aar Tire & Rubber 

AQ 

AQ'INPl 

Google 

NR 

AO-(NPl 

HER Block 

AO 

AQ- 

KJ. Hetox 

AQ 

AQ- 

Halliburton 

AQ 

AO- 

Harlev- Davidson 

NR 

OP 

Harman trrlemationai industries 

Nl 

DP 

Harrah's Entertainmenl 

NR 

NR 

Hartford FlnartcM Servlcee Gcouo 

IN 

AQ- 

Hasbro 

NR 

NR 

Heidth Manaaemant Aseodatea 

NR 

AQ- 

Hercules 

NR 

IN 

Hershev 

NR 

NR 

Hess 

AO 

AO- 

Hewlett-Packard 

AO 

AQ- 

Hitton Hotels 

NR 

NR 

HomeOwot 

AQ 

AQ-(NP) 

Horwvwell Intemattcnal 

IN 

IN 

HosDira 

AQ 

AO- 

Humana 

AQ 

AQ* 

tkmdrtoton Bartcaharea 

AO 

AQ- (NPl 

lAC/IntefAcfiveCoro 

Nl 

OP 

IUit>ois Tool Works 

AQ 

/U3-{NP) 

IMS Hedm 

NR 

NR 

Inosrsoll-RHtd 

IN 

AQ* 

IntsI 

AQ 

AQ- 

intomationd Businesa MacMnas 

AQ 

AQ- 

Intermtiond Ravors & Fraorsnces 

NR 

NR 

Intonationa! Game Techrwtoov 

NR 

NR 

International Paper 

AO 

AQ- 

Interpublic Grow 

NR 

IN 

intolt 

NR 

NR 

rrr 

AQ 

AQ- WP) 

Clrcutt 

NR 

AQ- (NP5 

J»ius Cadtd Group 

DP 

AQ-fflPl 

JC Pwirrev 

AO 

AQ- 

JDS LNphase 

DP 

OP 

Jdir»on & Johnson 

AQ 

AQ* 

Johnson Controls 

AQ 

AQ- 

j!X^Aix>arel Qrouo 

NR 

NR 

JPMoman Chase 

AQ 

AQ- 

Juniper Networks 

AQ 

AQ- 

KB Hwne 

IN 

IN 

KeHogg 

AQ 

AO- 


1 Company 

CDP4 1 

CDP5 

KevCorp 


NR 

Kmnsum 

AQ 

AO* 

MmberV-Oark 

AO 

AQ- 

KvncoRedtv 

Nl 

NR 

Idno R^armaceuticds 

NR 

NR 

KLA-Tencw 

NR 

NR 

Kohls 

NR 

NR 

Kroger 

IN 

AQ- 

L-3 Cvnmuiticfdons HdAns 

ftft 

NR 

Laboratory Coro, of America Hoidnos 

ftft 

Wt 

lACN Mason 

Nl 

DP 

Leoaett & Platt 

IN 

W» 

Lehman Brothers HoUInga 

DP 

AQ*(NP1 

Lennar 

NR 

NR 

Lexmark Msmaltond 

AQ 

ACt 

Urmted Brands 

NR 

NR 

Uncolr) Natkmd 


OP 

Urrear TedvKftxiv 

NR 

NR 

Ut Osiboma 

AO 

AQ'INR 

Locldieed Martto 

M 

IN 

Loews 

NR 

NR 

Lowe's 

IN 

OP 

LSI Logic 

NR 

AQ 

MET Bar* 

NR 

AQ- (NPl 

MartorCare 

NR 

NR 

MarattwnOH 

AQ 

AQ- 

Marrtdl Intemabond 

AO 

NR 

Mardi & lilcLennan 

AO 

AQ- 

MarshaUAIWev 

AO 

AQ- (NPl 

Masco 

AO 

AQ- 

Mattel 

NR 

AQ- 

Maxim Intemted Products 

AO 

NR 

MBU 

AO 

AO- 

MeCormlek 

NR 

AO- (NP) 

MeOottdds 

AO 

AO- (NPl 

McGrsw-HtI 

IN 

IN 

MoKseeon 

IN 

AQ- 

MiidWsstVsco 

AO 

AQ- 

Msdee HsaHh Bolulions 

IN 

AO- 

Msdbonie 

AO 

AQ-(NP1 

Mellon Flrtartcial 

AO 

OP 

Merck 

AO 

AQ- 

Mereditn 

OP 

DP 

MerrUUiKh 

AO 

AQ- 

Mettfe 

OP 

NR 

MOIC Investment 

AO 

AQ- 

Micron Technotoov 

NR 

NR 

Microsoft 

AO 

AQ- 

MBpors 

AO 

AQ- 

Molsx 

IN 

AQ- 

Motion Coora Drowtna 

AO 

AO- 

MoneacTto 

IN 

AQ- 

Morwter yftrtdwide 

NR 

NR 

Moodrs 

IN 

AO-(NP1 

Moroan Sttfdev 

AO 

AQ* 

Motorola 

AO 

AQ- 

Murohv OH 

NR 

NR 

Uvlfm t nhorotoriee 

NR 

NR 

Ndsors Industries 

NR 

NR 

NsdondCItv 

AQ 

AQ-fNP) 

National Oifwel Vmco 

NR 

NR 

Nationd Semieonductor 

NR 

AQ- 

Nadstar bitomatlond 

AO 

AQ-(NP1 

NCR 

AO 

AQ* 

Network Amkance 

NR 

NR 

New 'rixfc Tenes 

AQ 

NR 

Newet Rubbermaid 

NR 

AO-fNP) 

Newmont Mnitw 

AO 

AQ* 

News 

IN 

AQ- 

Moor 

AQ 

AO* 

Niks 

AO 

AQ* 

NIsouroe 

AQ 

AQ* 

Ndie 

AO 

OP 

Nordstrom 

NR 

NR 

NorioBi Southern 


DP 

NorthsmThM 

AQ 

AO- 

Northroo (kwnmsn 

AQ 

AQ- 

Novdl 

NR 

NR 

Novdius Systems 

AQ 

NR 
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Appendices 


'Now owned by Freeport McMoRan Copper & Goid 

'included in report analysis. A few companies aiso 
submitted amended responses after the analysis 
cut-off date; these and other late responses, if 
public, appear on the CDP website. 




Nucor 

NR 

DP 

NWDIA 

t«l 

AQ' 

OcctdenW Pctix>tetBn 

AQ 

AQ* 

<Wic» Depot 

AO 

AQ- 

OfficeMax 

NR 

NR 

Omnicom Giwip 

AQ 

ACrCNPI 

Oracle 

AQ 

AQ 

PACCAR 

NR 

NR 

Pactiv 

NR 

DP 


NR 

OP 

Parametric Tachn^oov 

NR 

AQ* 

PBrk«’ Kwu^ib) 

AQ 

AQ'INPI 

Patterson 

NR 

NR 

Paychex 

DP 

NR 

Peabodv Enercrv 


IN 

Pepsi Bottflnn Grow 

NR 

AQ* 

PepsiCo 

AO 

AQ- 

PeridnCImer 

AQ 

AQ* 

PRzer 

AO 

AQ- 

PG&E 

AQ 

AQ- 

Rietos Dodge' 


AQ* 

Pinnacle West Capital 

AQ 

AQ- 

Pitnev Bowes 

NR 

OP 

Plum Cre^ Tintier 

NR 

NR 

PMC-Sierra 

NR 

AQ- 

PNC Financial Sarvices Group 

AQ 

AQ* 

PPG IrKktstries 

AO 

AO* 

PPL 

AQ 

AO- 

Praxair 

AO 

AQ- 

Pmcipai Flrwiaal Group 

NR 

NR 

Procter & Gamble 

AO 

AQ- 

Progress Energy 

AO 

AO- 

Progressive 

O’ 

AQ* 

ProLogis 

AQ 

AQ- 

Prudential Tinancial 

W 

AQ-fNP) 

Public Service Entergrls* Group 

AQ 

AQ- 

PuWe Storage 

NR 

NR 

PJte Homes 

NR 

NR 

Otoac 

NR 

DP 

QUALCOMM 

AQ 

AQ- 

Quest Diaonostics 

NR 

NR 

Ouestar 

Nl 

AQ- 

Owes! Communlcationc Inlemationiri 

AQ 

AQ- 

R.R. Doonellew & Sons 

NR 

NR 

RadioShack 

NR 

DP 

Raytheon 

AQ 

AQ- 

ReaO'is Financial 

OP 

NR 

Reynolds American 

NR 

AQ-iNP) 

Robert Half Interr^ationai 

IN 

IN 

Rockwell Automation 

NR 

AQ- 

Rockwell ColHns 

AO 

AO- 

Rohm and Haas 

AQ 

AQ- fNP) 

Rowan 

NR 

NR 

Ryder System 

IN 

DP 

Safeco 

AQ 

AQ- 

Satewav 

NR 

NR 

SenDisk 

Nl 

OP 

SwvnIna-SCI 

AQ 

AQ- 

Sara Lee 

AQ 

AO- 

Scherirtg Plough 

AQ 

AQ- 

Schlumberger 

AQ 

AQ- (NP! 

Se^AIr 

IN 

ACriNPi 

Sotvs HoMinos 

OP 

OP 

Sempra Energy 

AO 

AQ- 

Sterwift-Wffiams 

AQ 

AQ- 

Sigma-Aidrich 

AQ 

NR 

^mon Prwertv Grou) 

AQ 

AQ- 

SIM 

OP 

OP 

Snvih intemstional 

Ml 

NR 

aapKxi 

NR 

NR 

Solectron 

NR 

NR 

SouSwn 

AO 

AQ- 

Southwest Airfines 

IN 

DP 

Sovwskjn Bancorp 

AQ 

NR 

Sprint Next^ 

IN 

NR 

St. Jude Medici 

DP 

DP 

Slwiley Wxha 

NR 

NR 

Stmtes 

AO 

AO- 

Starbucks 

fia 

AQ- 


: Company I 

CDP4 1 

CDP5 I 

Sbtrwood Hot^s & Resorts Wkhvlde 

NR 

AQ- 

State Street 

AO 

AQ- 

Stryker 

AQ 

NR 

Sun NHcrosvstema 

NR 

AQ- 

Sunoco 

NR 

NR 

SunTrust Banks 

IN 

DP 

SUPERVALU 

NR 

NR 

Symantec 

NB 

AQ- 

Svnovus Rnancial 

AQ 

AQ- 

SYSCO 

IN 

AQ- fNPl 

T. Rowe Price Group 

AQ 

AQ' SNP! 

Target 

AQ 

AQ- 

Teco Enemv 

AQ 

IN 

Tektronix 

AQ 

AQ- 

TeU^s 

NR 

NR 

Temple-Inland 

NR 

OP 

Tenet Healthcare 

IN 

IN 

Teradyne 

NR 

AQ- 

Texas Instruments 

AQ 

AQ- (NPI 

Textron 

NR 

NB 

Thermo Fisher Scientific 

Nl 

NR 

TWanv 

AQ 

AQ- (NPj 

Time Warner 

IN 

IN 

TJX 

NR 

IN 

Torchmark 

NR 

NR 

Transocean 

AQ 

AQ- O^P) 

Ttaveters 

AQ 

AQ* 

Tribune 

NR 

IN 

TXU 

AO 

NR 

TVco liiternational 

IN 

AQ- 

Tyson Foods 

DP 

DP 

U S. BanCwtJ 

AQ 

NR 

Union Pacific 

IN 

NR 

Unisys 

AO 

AQ- 

United Parcel Services 

AQ 

AQ- 

United States Steel 

AO 

AO- 

United Technologies 

AO 

AQ- 

UnItecMsolth Qrcuo 

AQ 

AQ'INPI 

UhumProviOant 

AQ 

NR 

UST 

NR 

NR 

Vaierp Energy 

AO 

NR 

Verisign 

Nl 

NR 

Verizon CommunIcsSons 

AO 

AO- 

VF 

NR 

NR 

Vlscom 

AQ 

AQ' (NP) 

Vomado Realty Trust 

NR 

NR 

Wilcan Materials 

NR 

NR 

W.W. Grainger 

AO 

IN 

Wachovia 

AO 

AO- 

Walgreens 

IN 

IN 

WBi-Mart Stores 

AO 

AQ' 

Walt Oianev 

AO 

AQ* 

Washington Mutual 

AO 

AQ' 

Waste Management 

AQ 

AQ- (NP) 

Waters 

NR 

DP 

Watson Pharmaceuticals 

NR 

NR 

Weatherford Intematlonel 

NR 

AQ- flYPl 

WeilPwni 

DP 

OP 

Welts Fargo 

AQ 

AO' 

WenOy-s International 

NR 

NR 

Vtestem Union 

Nl 

OP 

Weyerhaeuser 

AQ 

AO' 

Whirlpool 

NR 

NR 

Whole Foods Mark« 

Nl 

IN 

William WriglayJr. 

AQ 

AQ- 

WiUiams Companies 

AQ 

AQ- 

Wndstream 

Nl 

DP 

Wyeth 

AO 

AQ- 

Wvndham Worldwide 

Nl 

AQ- (N.P) 

Xcel Energy 

AQ 

AQ- 

Xerox 

AQ 

AQ- 

Xliinx 

AQ 

AQ-INP) 

XL Capitai 

NR 

NR 

XTO Energy 

NR 

AQ- 

t^hoo! 

NR 

AQ- 

Yuml Brands 

NR 

NR 

Bmmar 

AQ 

AO- 

Zions Sancorporation 

AQ 

AQ- (NPj 
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